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THE PLACE OF AGRICULTURE IN BRITISH 
NATIONAL ECONOMY PRIOR 
TO ADAM SMITH 


T IS superfluous to call attention to the fact that any sys- 
| tem of philosophy will be colored more or less by the pre- 
vailing purposes and ideals of the age which sees its genesis; 
that theory and practice, or philosophy and policy, are both 
cause and effect in relation to each other. This is emphatically 
true of economic thought in the seventeenth and eighteenth cen- 
turies. Mercantilism assuredly was earthborn. In time, it was 
roughly contemporaneous with the establishment of European 
states as they existed during most of the modern era; it flourished 
in an age when these nations were jealously self-conscious, when 
wars were always imminent, and when the outcome of wars was 
determined in large degree by the weight of the royal purse—the 
national war chest. A dense, self-sustaining population, with an 
exportable surplus carried in nationally owned and manned ves- 
sels, was regarded as the primary basis of national strength. 
How to attain strength and greatness, so interpreted, was the 
primary problem to which social philosophers of the day ad- 
dressed themselves." 
The belief is common that the mercantilists failed to recog- 
nize the utility of agriculture, of the extractive industries, and of 
* The writers cited in the pages which follow are merely a sample of the larger 
British group, mostly mercantilists, who were concerned with the problem of how 
to make their nation “strong and great.” 
281 
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natural resources generally in the economy of a nation. But sucha 
belief is not wholly justified. The members of the group were not 
ignorant of the importance of agriculture, though, to be sure, 
they did not give it first rank in any of the hierarchies of industries 
which they were so fond of setting up. There is no consistency 
among the various writers; conflicting and contradictory state- 
ments are frequently found in the writings of a single author. 
But we should hardly expect unity or systematic thought from a 
diversity of men whose activities extended over the greater part 
of two centuries. They were not inspired by principles or convic- 
tion: they were guided by policy. Their interests, though varied, 
were predominantly commercial, rarely agricultural; and except 
for a minority—men such as Locke whose economic writings were 
incidental—the group was not primarily interested in things of the 
mind. 

Though all agreed that national riches were desirable, they did 
not agree as to what constituted this desideratum, nor how it 
was to be attained. Sir William Petty asserted that riches did 
not consist in the mere possession of precious metals; real wealth 
was derived from labor and land. His concise sentence, “Labor 
is the father and active principle of wealth, as lands are the moth- 
er’? leaves no room for uncertainty. Some years later Locke as- 
serted that since gold and silver “command all the conveniences 
of life, . . . . ina plenty of them consist riches’’; and “‘in a coun- 
try not furnished with mines, there are but two ways of growing 
rich, either conquest or commerce.’’? In 1735 Berkeley submitted 
the question “‘whether the four elements and man’s labour there- 
in, be not the true source of all wealth.’ 


2A Treatise of Taxes and Contributions [1662], Economic Writings, Hull ed., 
I, 68. 

3 John Locke, Some considerations of the consequences of the lowering of interest 
and raising the value of money [1691], in Works, 12th ed. (1824), IV, 12, 13. 

4 George Berkeley, The Querist, containing several Queries proposed to the Consider- 
ation of the Public [1735], Hollander ed. (Baltimore, 1910), p. 9. For other definitions 
of riches and wealth see article by Jacob Viner, ‘English Theories of Foreign Trade 
before Adam Smith,” Journal of Political Economy, XXXVIII (June and August, 
1930), 249-301, 404-57. 
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I. AGRICULTURE VS. OTHER ENTERPRISES 
AS SOURCES OF WEALTH 


Disagreement as to what constitutes riches was matched by 
disagreement as to the best means of acquiring them. Thomas 
Mun, writing about 1630, cites illustrations to show that the arts 
of industry were productive of more wealth than the “natural 
wares”; he contrasts the manufactures of iron and of wool with 
the crude iron ore and with wool in the fleece. Citing the cloth 
industry in particular, he admits that though this industry “‘is 
the greatest wealth and best employment of the poor . . . . we 
may peradventure employ ourselves with better plenty, safety, 
and profit in using more tillage and fishing, than to trust so 
wholly” to the one industry. For manufacturing is an unstable 
and uncertain employment: war or some other disturbance might 
upset it and so bring national disaster and widespread poverty. 
Diversified industry, with the ideal of national self-sufficiency, he 
regarded as a more worthy goal.® Likewise trade, in high favor in 
Mun’s generation, was by itself a precarious dependence. He cites 
the United Provinces, the world-carriers of the day, which were 
“like a fair bird suited with goodly borrowed plumes; but if every 
fowl should take his feather, this bird would rest neer naked.’” 
Samuel Hartlib, an agriculturalist primarily, praises “agricul- 
ture as being one of the Noblest and most necessary parts of in- 
dustry belonging to a Commonwealth, the first ground of mutual 
trading amongst men, and the wellspring of wealth in all well 
ordered societies.”* Harrington in his Oceana says, “Agriculture 
is the bread of the nation; we are hung upon it by the teeth; it 
is a mighty nursery of strength, the best army, and the most as- 
sured knapsac.” From the social point of view, farmers are best 
because they are least turbulent and ambitious; “a common- 


5 Thomas Mun, England’s Treasure by Forraign Trade . . . . [1664] (“Economic 
Classics,” 1903), pp. 17-18. 

® Ibid., p. 100. 7 Ibid., p. 107. 

*Samuel Hartlib, A Discourse of Husbandrie, used in Brabant and Flanders 
(1650). This work appears to have been written about 1645 by Sir Richard Weston 
(1591-1652) but was edited and published by Hartlib. (Cf. Dictionary of National 
Biography, articles on Weston and Hartlib.) The excerpt here quoted is found in the 
editor’s dedicatory letter. 
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wealth of husbandmen . . . . must be the best of all others.’ 
“Tillage brings up a good soldiery, brings up a good common- 
wealth” ... . ; “where the owner of the plough comes to have 
the sword too, he will use it in defense of his own.’’” 

Samuel Fortrey was not convinced that trade in itself was good; 
he tells us that “. . . . the art is when we deal with strangers, to 
sell dear and buy cheap, and this will increase our wealth.” 
“Englands interest and improvement consists chiefly in the in- 
crease of store and trade. Store comprehendeth all such commod- 
ities, as either the soil, or the people of this nation are capable 
to produce, which are either usefull at home, or valuable 
abroad.’* The trade balance with any country is the measure of 
the value of that trade. By his analysis “it appears that our trade 
with France, is at least sixteen hundred thousand pounds a year, 
clear lost to the kingdom.’*’ Sir William Petty appears to have 
had no doubts about the superiority of trade: ““Husbandmen, 
seamen, soldiers, artizans, and merchants, are the very pillars 
of any commonwealth; all the other great professions, do rise out 
of the infirmities, and miscarriages of these ” Naively he 
tells us that the seaman is three men in one—navigator, soldier, 
and merchant—and supports this observation by citing the fact 
that the seaman earns twelve shillings a week while the husband- 
man earns only three."* Petty maintains that there is more pros- 
perity where the trades and arts flourish, and as these increase, 
husbandry declines; at least, through the forcing up of husband- 
men’s wages, rent will decline. He cites the prosperous commer- 
cial Hollanders, who have pushed off to the Danes and Poles 
“the old Patriarchal trade of being cow keepers, and in a great 
great Measure . . . . ploughing and sowing of corn” also.’* He 
refers to New England, where are many ‘“‘able bodyed English- 
men, employed chiefly in husbandry, and in the meanest part of 

* James Harrington, The Oceana and Other Works [1656], John Toland ed. (1737), 
p. 178. 

% Ibid., p. 34. 

" England’s Interest and Improvement [1663], Hollander ed. (Baltimore, 1907), 
Pp. 20. 

" Ibid., p. 11. 8 Ibid., p. 26. 

“4 Political Arithmetic [1690], Economic Writings, Hull ed., I, 259. 

5 Ibid., p. 267. 
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it (which is breeding of cattle)’; this condition he represents as 
an element in the first of the six impediments to England’s wealth 
which he discusses."® 

John Asgill wrote in 1696. His philosophy also is quite closely 
anchored to the soil: “What we call commodities is nothing but 
land severed from the soil Man deals in nothing but earth; 
the merchants . . . . exchange one part of the earth for an- 
other.”"? Dr. Charles Davenant, writing in 1698, believed that 
the real riches of a country are what it produces. “Gold and silver 
are indeed the measure of trade, but the spring and original of it 
in all nations, is the natural or artificial product of the country; 
that is to say, what their land, or what their labour and industry 
produces.” He refers to a particular region where the “farm 
houses were in good repair, which is the truest sign of wealth in- 
creasing in a kingdom.’"® Davenant had some uncertainty as to 
the merits of trade. At one time he writes: “Trade as it now be- 
comes the strength of the kingdom, by the supply it breeds of 
seamen, so it is the living fountain from whence we draw all our 
nourishment; it disperses that blood and spirits through all the 
members, by which the body politick subsists.’ A few years 
later he writes: 

Trade, without doubt, is in its nature a pernicious thing; it brings in that 
wealth which introduces luxury; it gives a rise to fraud and avarice, and ex- 
tinguishes virtue and simplicity of manners; it depraves a people, and makes 
way for that corruption which never fails to end in slavery, foreign or do- 
mestic. 


It necessitates heavy expenses for national protection; and “un- 
less it be so managed as to make us encrease in shipping and in 
the breed of seamen,” it should be discouraged.” 


*6 Ibid., p. 300. Chapter v of this work is devoted to a discussion of “the impedi- 
ments of England’s greatness . . . . [which are] contingent and removable.” 

[John Asgill], Several Assertions Proved, in order to Create another Species of 
Money than Gold and Silver [1696], Hollander ed. (Baltimore, 1906), p. 14. 

* Charles Davenant, Discourses on the Public Revenues and on the Trade of 
England [1698], in Works, Whitworth ed. (1771), I, 354. 

” Ibid., p. 360. 

* Davenant, An Essay upon Ways and Means of Supplying the War [1695], in 
Works, Whitworth ed. (1771), I, 16. 

* Davenant, An Essay upon the Probable Methods of Making a People Gainers in 
the Balance of Trade [1699], in Works, Whitworth ed. (1771), I, 275. 
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Jacob Vanderlint was a Dutch merchant living in England, 
His work, Money Answers All Things, published in London in 
1734, is by no means limited to the direct influence of money; 
rather it discusses “all things.’’ Vanderlint foreshadows the 
physiocrats, the single tax, and socialism; he has a theory of in- 
ternational prices and a quantity theory of money.” While he 
was less mercantilistic than most of the writers here considered, 
he was a consistent advocate of a favorable balance of trade, a 
balance to be attained, however, not by legislation and restraint, 
but by leaving trade free to flow in its own natural channels. 

....- Lam entirely for preventing the importation of all foreign commodi- 
ties, as much as possible; but not by acts of Parliament, which never can do 


any good to trade; but by raising such goods ourselves, so cheap as to make it 
impossible for other nations to find their account in bringing them to us.” 


With much consistency he clings to the principle that the nation’s 
real prosperity should be based on the efficient development of 
its own peculiar resources. Very clearly he stated the fundamen- 
tal importance of the land. 

All things, that are in the world, are the produce of the ground originally; 
and thence must all things be raised. The more land therefore shall be im- 
prov’d and cultivated, etc., the greater will the plenty of all things be, and 
the more people will it also imploy.* 


The quantity of land under cultivation must be great enough to 
yield an abundance of produce; thus, prices declining, wages 
would be reduced, and manufactured goods could be profitably 
exported. Again emphasizing his conviction that land is the start- 
ing-point, he asserts that imports merely replace those things 
which are exported; whence all things that people consume and 
have originate in this common source.’5 Berkeley reminds us that 
mere extent of land is not wealth; for example, a man might 
have 20 square miles of land in America and “yet want his dinner 
or a coat to his back.” He also asks “whether a fertile land, and 

* Cf. Viner, op. cit., especially pp. 282-93, for discussion of “quantity’’ theories 
of this period and their implications. 

%3 Jacob Vanderlint, Money Answers All Things [1734], Hollander ed. (Baltimore, 
1914), p. 58. 

4 Ibid., p. 15. 5 Ibid., p. 109. 
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the industry of its inhabitants, would not prove inexhaustible 
funds of real wealth.’ 

Sir James Steuart wrote in the third quarter of the eighteenth 
century, the era of intense enthusiasm for “high farming” in 
England. Political activity on behalf of the royal Stuart pretend- 
ers had led to his forced residence on the Continent, where the 
landed proprietor and the new agriculture were less dominant 
than in Britain. He maintained contact with England by cor- 
respondence and through family connections, so that he was by 
no means oblivious to the trend of thought in his native island. 

Steuart starts with a clear statement of the fact that popula- 
tion must ever be in proportion to the food supply, that food 
supply will depend on the resources of the country and the indus- 
try of the people, and that agriculture is therefore the basis, the 
foundation, the “‘most essential requisite’ of the state. While 
agriculture is fundamental, it does not follow that other industries 
should be neglected and that all people should be engaged in 
raising food; for “that would be inverting the order of things. 
. . . » The duty and business of man is not to feed; he is fed”’ in 
order that he may be useful and efficient in whatever is his par- 
ticular vocation.”” The co-existence of other industries with agri- 
culture is further induced by the fact that an industrious people 
tilling fertile soils can produce food in excess of their own needs. 
Population then tends to increase, but at the same time, new 
wants are likely to arise; a number of workers proportionate to 
the superfluity of food will apply themselves to arts ministering 
to these new wants. Hence, total population naturally separates 
into two groups: farmers, and “free hands” who produce what- 
ever is wanted. But if there are no wants beyond mere sub- 
sistence, no money, and no foreign trade, no surplus food will be 
produced, and development will remain in its primary stages; 
population will be stationary at a low level. In other words, only 
such excess of food will be produced as is necessary to maintain 
“free hands”’ sufficient to satisfy the felt needs, other than sub- 


* Berkeley, op. cit., p. 13. 
21 Sir James Steuart, An Inquiry into the Principles of Political Economy [1767], in 
Works (1805), I, 32. 
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sistence, of the community. The impulse to progress and to great- 
er numbers is the consciousness of new wants.” Therefore, “the 
proper and only right encouragement for agriculture is a moder- 
ate and gradual increase of demand for the productions of the 
earth; . . . . and this demand must come from cities, for the 
husbandmen never have occasion to demand; it is they who offer 
for sale.”*® Cities are beneficial to agriculture not merely in gen- 
erating new wants—in creating demand; they draw to themselves 
the superfluous rural population and set it to work in other lines. 
Farm lands adjacent to the city rise in value because their sur- 
plus produce is readily converted into money. This advantage 
gradually spreads outward and affects remote lands, particularly 
through the stimulation to road-building and other means of 
communication.” Steuart is quite aware of the trend of the times 
toward commercial farming as contrasted to the self-sufficing 
farming of earlier generations. He draws a clear distinction be- 
tween agriculture as a trade and as a direct means of subsistence. 
The latter means a simplicity of life—no wants other than the 
primary ones, no surplus, and so no “free hands” to provide for 
possible other wants.* The self-sufficing farmer is useful to him- 
self only; he is of no value to the state; and, as far as the state is 
concerned, no loss would be incurred if he and the land he sub- 
sists upon were both “swallowed up by an earthquake.” 

Passages such as those cited in the preceding pages offer evi- 
dence that agriculture was not in low esteem during the mercan- 
tilist centuries. The rural arts and ways of life were so much a 
part of British tradition and history, the devotees of the industry 
were still so influential in private and public affairs, that the cour- 
age of the most ardent advocates of foreign trade suffered fre- 
quent lapses. In the economy of the nation, agriculture remained 
a basic activity; its vitality carried over into the factory age and 
flourished anew in the “high-farming”’ era of the later eighteenth 
century. “Industrialism,” creature and new support of the com- 

* Ibid., pp. 40 and preceding. » Ibid., pp. 71-76. 

* Ibid., p. 70. # [bid., p. 172. 

» Ibid., p. 116. Cf. Adam Smith, An Inquiry into the Nature and Causes of the 
Wealth of Nations, Book III, especially chaps. i and iv. 
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mercial-financial urge, appeared; only then was agriculture per- 
manently deposed. 


Il. TYPES OF AGRICULTURE 


Pasture vs. tillage —Some writers of the mercantilist era went 
beyond the general aspects of the subject and gave thought to 
the particular types of agriculture that should be practiced under 
varying circumstances. Fortrey states that “our care should 
. . . . be, to increase chiefly those things which are of least 
charge at home, and greatest value abroad ” He recom- 
mends that cattle (horses, sheep, and bullocks), rather than corn, 
should be the chief objective of British farmers. He sets forth 
well the economic gain to be derived from specialization in the 
field of greatest comparative advantage: 

Wherefore, could we employ our lands to anything of more worth, we 
could not want plenty of corn, though we had none of our own; for what we 
should increase in the room of it of greater value by exportation, would not 
onely bring us home as much corn as the land would have yeelded, but plenty 
of money to boot.3 


He advocated also a better utilization of land, to be effected chief- 
ly through the extension of enclosures. Common lands, he records, 
let for only about one-third as much as enclosed lands, because of 
“the many several interests: whence it is, that men can not 
agree to employ it to its properest use, and best advantage.” 
Enclosures would result in higher rents to landlords and greater 
profits to tenants, in the tillage of better lands only at less ex- 
pense, in a greater total yield on a smaller area, and in an increase 
of population proportionate to the greater total product. 

John Houghton—an apothecary, apparently alert, well in- 
formed, and of Mercantilist convictions—has many comments to 
make. At various places throughout his four volumes of miscel- 
laneous advice, information, and theory,*5 he emphasizes the gains 


33 Fortrey, op. cit., p. 19. 4 Ibid., pp. 20-22. 

35 Citations in this article are from John Houghton, A Collection for the improve- 
ment of Husbandry and Trade, 4 vols., rev. ed. (London, 1727). Houghton was editor, 
publisher, and chief author of a periodical which appeared weekly from 1681 to 
1683 and from 1692 to 1703; these were later assembled and published in book 
form. (See sketch of Houghton in Dictionary of National Biography.) Modern soil 
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to agriculture and to the nation if enclosures were extended to 
include at least one-third of the land area. He regarded enclosures 
as preferable for both tillage and pasture purposes; and he urged 
mixed corn and cattle farming as most profitable to the farmer, 
as nourishing and employing a larger number of people than any 
other system. His preference for animal husbandry appears, how- 
ever, when he argues that the wool and skins produced from a 
piece of land give more employment than the tillage of a similar 
area. Moreover, enclosures, through their stimulus to agriculture, 
would increase land values and rents by an amount sufficient to 
pay all the taxes of the nation.» 

Davenant also praises diversified agriculture as the basis of a 
strong and stable national life; at the same time he urges that 
more attention be given to animal production, because animal 
products would yield a greater profit abroad than corn. But be- 
cause of existing diversification, he believed that exorbitant corn 
prices and “outrageous famines” could “hardly happen again, 
because there are more different sorts of soils improved and 
manured now than in that age.”»” 

For quite similar reasons, Vanderlint favored enclosures, that 
is, as increasing the product and the number of people employed 
in agriculture, and also improving their conditions generally. He 
believed too that thus rents would rise and that a tax imposed 
on land alone, absorbing this increased rent, would meet the need 
for public revenue.* 


scientists, noting the statement which he quotes from John Evelyn that there are 
179,001,060 different kinds of earth, such as virgin earth, sand, clay, loam, brick 
earth, etc. (op. cit., I, 12), may well believe Houghton an over-gullible, or at least 
an uncritical authority. 

3% Houghton, of. cit., I, 48-40. 

37 Essay upon Probable Methods, in Works, 11, 223-29. Davenant also, zealous to 
make his case, probably exaggerates the facts. For example, he says that “in 
Edward III’s reign, corn did once rise to 13 times the common value” (Works, II, 
223). Cf. James E. Thorold Rogers, A History of Agriculture and Prices in England 
(1866), I, 231-34 ef passim. 

% A somewhat unique argument was brought to the support of the enclosure 
movement by Sir William Temple. It appears that the Irish beef then currently im- 
ported by England did not suit Sir William’s taste; he complains that it was only 
grass-fed and was killed too young. If the Irish could only be encouraged or forced 
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Berkeley apparently believed tillage better served the na- 
tional needs; he asks whether want of ready money for improve- 
ment “doth not drive men into the lazy way of employing land 
under sheepwalks.’’» He had previously wondered “whether the 
employing so much of our Land under Sheep, be not in fact an 
Irish Bull.’’” 

Forestry.—A considerable area of England was covered with 
forests until early modern times; but the demand for timber for 
fuel, ship-building, and other ordinary purposes rapidly depleted 
the supply.“ Some areas had been reforested and yielded limited 
amounts; some tracts were held as hunting preserves and pro- 


to use oxen for all sorts of draft purposes, they would b@ compelled to bring cattle to 
larger size and maturity; this would necessitate stocks of fodder and forage, which 
would in turn necessitate enclosure. To bring about this result of better beef, Sir 
William would force oxen into use by renewing the laws penalizing or prohibiting 
ploughing by the tail with horses; the peasant, unable or unwilling to buy expensive 
harness for the horse, would be driven to use oxen instead, with their simpler and 
cheaper gear. Sir William Temple, Essay on the Trade of Ireland [written in 1673], in 
Works, 4 vols. (London: Brotherton, 1770), iii, 19-20. 

3% Berkeley, op. cit. Part III, p. 100, Query 195. 

” Ibid., Part I, p. 19, Query 94. 

It is worth while to note the motive for this seventeenth- and eighteenth-century 
enclosure movement in comparison with that of earlier centuries. Throughout the 
Tudor period the relatively high price of wool stimulated enclosure for pasture; and 
the large proportion of wool which was exported was generally regarded as a menace 
to national well-being. The question was much debated in Parliament, and various 
laws directed against the practice were enacted. Almost the last of the kind, and 
typical of them all, was the Elizabethan law which enumerates the national ad- 
vantages from tillage, through the “increase and multiplying of people for service in 
the wars, and in time of peace the employment of a greater number of people, the 
keeping of people from poverty, the dispersal of the wealth of the kingdom in many 
hands, and ‘the standing of this realm upon itself without depending upon foreign 
countries.’”” The statute then proceeds to forbid further enclosures and to order 
that lands recently enclosed be restored to tillage, etc. Early in the seventeenth cen- 
tury the price of corn rose rapidly, so that such legislation was superfluous. The 
emphasis in the debate then shifted to whether enclosed or open fields were more 
efficient in corn production, and whether the national policy did not require that 
pasturage and animal production be maintained along with tillage. Cf. W. H. R. 
Curtler, A Short History of English Agriculture (1909), pp. 117-18. 

* On this general subject see Robert Greenhalgh Albion, Forests and Sea Power: 
the Timber Problem of the Royal Navy, 1652-1862 (1926). Chapters i and iii are 
especially useful. 
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duced timber only as a by-product; other lands, wholly or partly 
cleared of trees, were devoted to pasture and tillage. 

Near the end of the sixteenth century William Harrison 
appeared as a champion of the forests and of reforestation.” 
He noted the wasteful use of land in the many parks and warrens, 
and condemned them as reducing the tillable area and so prevent- 
ing population growth; he argued that, though natural forests 
were still numerous, they were “esse devourers of the people” 
than parks and warrens.“ He was much concerned about the 
extravagant use of the best timber in the recent past. He lament- 
ed that his unthrifty countrymen insisted on using oak alone for 
all manner of unworthy purposes; “when our houses were builded 
of willow, then had we oken men; but now that our houses are 
come to be made of oke, our men are . . . . become willow.’ 
He cites as an unworthy example the man who destroyed sixty 
trees in order to be able to buy one pair of “galigascons,’’ and is 
convinced that if such abuses as this continue there will be no 
good timber left in 40 years. Harrison would compel the plant- 
ing of trees; “I would that I might live no longer than to see 
foure things in‘this land reformed”’; one of this quartet was that 
one acre in forty be planted to forest.” 

Sir Josiah Child observed that Parliament had in the past de- 
sired and encouraged the preservation of wood and timber; but 
with the prevailing high interest rate, no man could afford to 
raise trees to any size; for after they came to a possible selling 

# Harrison’s Description of England [1587], ed. by Furnival (New Shakespere 
Society, 1877), especially chap. xix. 

4“ Ibid., p. 311. “ Ibid., p. 377. 

45 Galligaskins—loose hose, or breeches; leather leg guards (International Dic- 
tionary). The author records with satisfaction that this wastrel was justly punished; 
for, on his way to Rome, he was set upon by bandits and robbed of this dearly 
bought garment. 

Harrison, op. cit., pp. 343-45. 

“ He likewise was a great admirer of the English gardens, that is, “‘all such 
grounds as are wrought with the spade by man’s hand.” He praises their beauty, 
utility, and general excellence, their plants and herbs, so numerous and wonderful 
that the Gardens of the Hesperides themselves are not superior. 

* The other three ambitions were to see: discipline in the church; markets and 
fairs on Wednesday instead of Sunday; covetous dealing of merchants done away 
with. 
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value of 40 or 50 shillings per acre, the loss due to holding them 
mounted faster at 10 per cent interest than the trees themselves 
grew.” John Houghton was still more pronounced in the belief 
that it did not pay to use English lands for forests; he cited the 
facts in several cases, and quoted figures to prove that trees 
were not a profitable crop. He believed that forests increased 
rainfall, and cited regions more or less deforested which had suf- 
fered from a diminished moisture.” Nevertheless, he was positive 
in his recommendation that forests should be destroyed in order 
to raise things of greater value; and especially he urged such 
destruction over an area 12 miles in width on either side of navi- 
gable rivers.* He reinforced his position by the assertion that, 
at any rate, English oak was not as good as foreign timbers for 
ship-building—it decays quite rapidly.* He proposed that it 
would be better economy for the government to set aside a fund 
of 50,000 pounds to maintain a 10 years’ supply of ships timbers 
and naval stores bought from foreigners; such a supply, he be- 
lieved, would carry the nation safely through any war period 
and would be a great economy of national resources. At the same 
time, lands devoted to forests would be freed for a higher utiliza- 
tion in crops or pasture.* 

Vanderlint made a positive argument, and had definite pro- 
posals, for a system of publicly owned forests. Private forestry 
efforts had failed, and he was convinced they would continue 
to do so, because continuously rising rents always tempted own- 
ers to shift forest lands to other, more remunerative uses if prac- 
ticable; also because forestry “regards posterity rather than our- 
selves immediately.” He proposed that a law be enacted re- 
quiring that “in every hedge and bank” timber trees be planted 
at intervals of approximately 100 feet; and since private owners 
found little profit in timber production, he urged that the state 
undertake the forestation of all waste lands and lands infertile for 
other purposes. Vanderlint was awake to England’s destiny on 


” A New Discourse of Trade [1693, original draft 1668] (1804), p. 206. 

® Op. cit., III, 178-82. 

& Ibid., IV, 258-82 ef passim. # Cf. Albion, op. cit., pp. 20-21 ef passim. 
53 Houghton, op. cit., III, 183-93. 
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the sea; his proposal would assure a cheap and abundant supply 
of good timber to future generations.™ 

From the time of Queen Elizabeth to the end of the period un- 
der consideration, England was becoming more sea-conscious and 
more aggressive in her ambition to rule the waves. Of the writ- 
ers here cited, the first and the last were keenly aware of the de- 
pendence of sea power on abundant and accessible forest prod- 
ucts. Most of the other writers of these centuries, despite their 
concern for shipping as a means to promote foreign trade, had 
little to say about forest maintenance. But they had much to say 
about farming; they were concerned to have the agricultural 
lands of England efficiently utilized. Pasture and tillage, animal 
and crop production, a balanced diversified agriculture; a prefer- 
ence for enclosures; production at home of subsistence for numer- 
ous people; some contribution, if possible, to swell the export 
account—this was the part assigned by typical writers to the 
land and its workers. 


Ill. VALUATION OF LAND 


The question of the value of land, its source and amount, was 
a matter of considerable speculation among the several writers 
of the period. They constructed no general-value theory—they 
were not philosophers enough for that. They tried, however, to 
meet the problem of value when it was presented in specific cases. 

As well befits the pioneer among the English group, Thomas 
Mun associates a high value of land with a brisk export trade. 
He reasons that when merchants are prosperous, their demand for 
the products of the land is stimulated, they pay higher prices, and 
rents go up; also, many men enriched by commerce become 
bidders for landed estates. Both of these factors operate in the 
same direction, and land values advance. Petty recurs frequent- 
ly to the subject, but with rather unsatisfactory results. He cites 
the fact that the value of land is fixed at the number of years 
purchase of three lives, i.e., 21 years, and that this, on the average, 
is fair where the title is good. “But in other countrys, lands are 
worth nearer thirty years purchase, by reason of the better titles, 


4 Vanderlint, op. cit., pp. 38-40. 55 Mun, op. cit., pp. 28-30. 
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more people, and perhaps truer opinion of the value and duration 
of three lives.” Factors operating to depress values are: rebel- 
lions and uncertainty of property; claims on the land of varying 
kinds; paucity of population; maladministration of justice—poor 
lawyers, poor courts, and biased juries; absentee landlords, who 
draw profits out and put nothing back into the country. “Ireland 
exporting more than it imports doth yet grow poorer to a para- 
dox”’—a puzzle which Petty does not attempt to solve. On the 
other hand, special privileges, honors, or jurisdictions annexed to 
the land may enhance its worth perhaps to as much as 30 years 
purchase.® The influence on farm land value of location in respect 
to the market was recognized: 

So doth great need of corn raise the price of that likewise, and conse- 
quently of the rent of the land that bears corn, and lastly of the land it 
self ....if the corn which feedeth London... . be brought forty miles 
thither, then the corn growing within a mile of London .. . . shall have added 
unto its natural price, so much as the charge of bringing it thirty nine miles 
doth amount unto.’7 


Elsewhere he says: “For if a man would know, what any land is 
worth, the true and natural question must be how many men will it 
feed? How many men are there to be fed?”’* In summary, Petty 
appears to believe that the value of land tends to be fixed by the 
amount of the rent, this by the price of corn, and this by demand 
—a formula much modified in its operation, however, by social 
and political institutions. 

Child was concerned with the influence of the rate of interest. 
He asserted that the high English rate made lands sell cheap and 
that, being cheap, they were not improved. A low interest rate 
would therefore enhance land values, encourage the use of ferti- 
lizers and other policies for maintenance, and make possible the 


% Petty, Treatise of Taxes, Hull ed., I, 45-46. 

5? Ibid., p. 48. The desirability of good roads is frequently referred to in the 
seventeenth century as well, of course, as iater; raising funds was the problem then 
as now. Houghton suggests that a roadmaster should be a good beggar so that, when 
any wealthy man lay sick who had made his money by carrying (i.e., land-carrying), 
the roadmaster should visit him and get a sum for road-building (Houghton, op. 
cit., II, 33). 

8 Political Arithmetic, Hull ed., I, 286. 
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reclamation of present waste land. He cited the elaborate expend- 
itures which the Dutch, through their low interest rates, could 
afford to make.” Sir William Temple argued in a similar fashion, 
and concluded that the dearness of Dutch lands, in consequence 
of the low interest rate, compelled the improvement of lands in all 
manner of ways, and was one of the causes of that country’s 
prosperity.” Nicholas Barbon agreed that “Interest sets the Price 
in the Buying and Selling of Land.” Halving the interest rate 
would double the number of years purchase which land com- 
mands. Nor would this affect the price of other wares, for their 
value “arriveth from their use; and the dearness and cheapness 
of them, from their plenty and scarcity.” 

Some Considerations of the Consequences of Lowering the Interest 
and Raising the Value of Money was written by John Locke, in 
1681, to combat the movement to fix by law an interest rate 
lower than the prevailing current rate. His discussions of land 
rent and value® were incidental to his main purpose. He regarded 
rent and interest as identical in origin, i.e., as growing out of the 
unequal distribution of land and money: those who had a super- 
fluity of land or money could insist on receiving payments from 
those who wanted to use these agents. Though alike in origin, 
Locke regarded rent and interest as different in their essential 
character in that “land produces naturally something new and 
profitable . . . . but money is a barren thing and produces noth- 
ing.” These two forms of income being alike in their origin, the 
law should regard them as equally legitimate.* Since the power 
of both land and money to yield income was the test of their 
value, and since rent and interest rates were the measures of this 
power, it seemed logical that the “rate of interest should be the 
measure of the value of land in number of years purchase for 
which the fee is sold.’’ But this was not the case either in England 
or Holland,™ for the reason that land, like other commodities, 

% Op. cit., pp. 201-8. 

Observations upon the United Provinces of the Netherlands [1672], in Works, 4 
vols. (London, 1770), I, 191. 

® Nicholas Barbon, A Discourse of Trade [1690], Hollander ed., pp. 40-41. 

® Works, IV, 32-58. % Jbid., pp. 36-37. % Jbid., pp. 37-38. 
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was valued according to the law of demand and supply; for ex- 
ample, land commands a higher price about industrial towns be- 
cause rich manufacturers are eager “to leave their estates to their 
children in land.” Townsmen’s rural estates must be located con- 
veniently to the town so that their owners can oversee them with- 
out too great expense or interruption to their town business. There 
are few estates of this kind, while the demand is keen. ‘This is 
that then, which makes land, as well as other things, dear: plenty 
of buyers, and but few sellers.’’*s 

Locke then asks why land should be offered on the market at 
all. His answer is “ill husbandry, and the consequence of it, 
debts,” which necessitate a mortgage. English land is rarely sold 
except when thus forced. “Sobriety, frugality, and industry,” 
he tells us, prevailed in Queen Elizabeth’s day; there was then 
little land offered for sale, and, the price was above the number 
of years purchase as measured by the interest rate. Turning 
then to the other side, he asks, “What makes the scarcity of pur- 
chasers?” This he says is due to lack of thrift among tradesmen, 
so that they have no surplus for buying land; to “doubtful or ill 
titles,’ which often cause loss; and to general decay of trade, 
which brings falling rents and yet smaller volume of buying: 
“observe it where you will, the decays that come upon, and bring 
ruin to any country do constantly first fall upon the land.” 
This large and immediate dependence of the income of the land- 
lord on trade is emphasized again in the observation that 
“when a decay of trade has carried away one part of our money out of the 
kingdom, and the other is kept in the merchant and tradesman’s hands, that 
no laws ....norany little arts . . . . will bring it back to him again: but his 
rents will fall, and his income every day lessen, till general industry and 
frugality, joined to a well ordered trade, shall restore to the kingdom the 
riches and wealth it had formerly.” 


Having thus established that a lower interest rate would not in- 
crease land values, that these were determined by quite other 
influences, Locke proceeds to maintain that an increase of land 
values is undesirable from the national point of view, for “rais- 


% Ibid., pp. 39-40. 
* Tbid., pp. 53-54. % Tbid., p. 55. 
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ing the price of land in sale . . . . gives the advantage, not to 
the landholder, but to him that ceases to be so.”” Enhanced land 
values bring positive money losses to the nation in that foreigners 
are deterred from entering the country and “we lose their per- 
sons”’; also the money which foreigners might pay for land is lost 
—money which would be clear gain to the kingdom; it is as 
though it had “dropped from the clouds.’ 

Davenant, apologist for the East India Company, stressed the 
dependence of land values on a flourishing trade. “The price of 
land, value of rents, and our commodities and manufacturies rise 
and fall, as it goes well or ill with our foreign trade.” He quotes 
data to show that from 1600 to 1688, a period of developing trade, 
yearly land rents increased from 6 to 14 million pounds, land 
values from 12 to 25 years purchase, and the kingdom’s total 
capital from 72 to 252 millions. He thinks that trade, “if, by 
industry and prudent management, it can be rendered more ex- 
tensive,” may bring land rents up to 28 million pounds, values 
up to 50 years purchase, and total capital to above one billion 
pounds.” The improvement of waste and poor lands is equally 
dependent on the continuance of prosperous trade, for “‘trade 
brings in stock,”’ which, “well and industriously managed, betters 
land, and brings more produce of all kinds for exportation; this 
sequence brings a favorable balance of trade which completes 
the cycle of prosperity.” Berkeley in his turn reverts to the earlier 
idea and asks “whether interest does not measure the true value 
of land.”’” 

The considerable attention given to land valuation strengthens 
our contention that the importance of agriculture was very gen- 
erally recognized. A brisk export trade, as a creator of land 
values, was overemphasized; increasing exports may well indi- 
cate economic activity and prosperity to which agriculture con- 

® Jbid., pp. 62-63. 

® Davenant, Essay upon Ways and Means, in Works, I, 16. 

» Davenant, Discourses, in Works, II, 81. 

™ Davenant, Essay upon Probable Methods, in Works, II, 216-21 et passim 
Davenant quotes freely from the statistical findings of Gregory King; many conclu- 
sions are based on King’s data. 

” Querist, Part I, p. 37, Qu. 244. 
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tributes and in which it shares; higher land values chiefly reflect 
this condition. Productivity, net income, and rent from land, 
along with the current interest rate, were confusedly recognized 
as important factors in land values; good titles to land and social 
prestige attaching to ownership were clearly appreciated as de- 
mand factors in the price bargain. 


IV. AGRICULTURAL LAND AS PRIVATE PROPERTY 


Land ownership as the basis of family respectability, social 
prestige, political power, and stable incomes, was exalted in seven- 
teenth- and eighteenth-century England to a degree probably 
unequaled in history.”* There was no difference of opinion as to 
the desirability of this form of property; if it could not be obtained 
by outright purchase, occupation and enjoyment under a long 
term lease (for at least 21 years) was a partial substitute. Hartlib 
observed that the Flemish peasant would offer a higher rent for 
a poor piece of land than its value at the time, providing he could 
procure a long lease, make improvements, and receive compensa- 
tion therefor as determined by an impartial appraisal at the ex- 
piration of the lease. He regretted that this excellent practice, 
common in Flanders, was wholly unknown in England’™—an ob- 
vious exaggeration, for long leases became increasingly common. 

Land ownership was coming to be concentrated in fewer hands; 
the large estate was more securely intrenched during the seven- 
teenth and eighteenth centuries. With the exception of Harring- 
ton, none of the authors with whom the present writer is familiar 
argue for a wider diffusion of land ownership. Harrington was an 
avowed enemy of very large holdings, though his hostility appears 
to have been based not so much on economic as on political 
grounds. He regarded land as the basis of political power, so much 
so that when it is all controlled by one man absolute monarchy 
prevails; when ownership is shared, the monarchy will be propor- 
tionately limited by the aristocratic land-holding group; and fi- 


% Cf. p. 297 supra. To Defoe is attributed the sarcastic observation that many 
landowners of Western England ‘who carry their heads so high made their fortunes 
in the clothing trade.”” Quoted by Arnold Toynbee, Lectures on the Industrial Revolu- 
tion of 18th Century England [1884] (Longmans, 1912), pp. 40-41. 

4 Hartlib, op. cit., pp. 7-8. 
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nally when ownership is widely diffused, democracy becomes in- 
evitable. The underlying cause of the Civil War, Harrington be- 
lieved, was that self-reliant individualism engendered in many 
Englishmen by the Tudor policy of promoting more widespread 
land ownership.’ This intimate connection between land and 
politics finds expression in the basic laws of Harrington’s ideal 
commonwealth—laws which he calls the “Agrarian and the 
Ballot: the agrarian by the balance of dominion preserving equal- 
ity in the root; and the ballot by an equal rotation conveying it 
into the branch.” Specifically, Harrington proposes that the large 
holdings be broken up and divided, not on the basis of area, but of 
value; that in England and Ireland, the maximum holding be 2,000 
pounds a year, and in Scotland 500 pounds; the lower maximum 
in Scotland was recommended because of the greater menace 
of the relatively few chiefs and leading men in that part of the 
kingdom, “for now the people of that country are little better than 
the cattel of the nobility.”” Having estimated the rent of English 
lands at 10 millions of pounds, he reckons on at least 5,000 pro- 
prietors. Nor would such proprietors be ailowed to increase their 
holdings by purchase, though they would be permitted to receive 
‘additions from bequests or other gifts. Equal inheritance was the 
ideal, though recognized as perhaps not practicable; so the author 
recommends that it be as near equal as possible, the elder not 
to have above 2,000 pounds until the other heirs have a like 
amount, and any further surplus to be shared equally. For simi- 
lar reasons, marriage portions were limited to 1,500 pounds a 
year.” 2 

The peculiar political privileges attaching to land, and the 
benefits flowing therefrom, were expressly recognized by Dave- 
nant, who states that nothing could be more dangerous to a nation 
than to have the “property of land in one hand, and the power of 
being chosen into Parliament in another. To preserve the rights 
of this nation, we should be represented by such as have the 
greatest share in property.” 

8 Harrington, op. cit., pp. 69-70. 

® Ibid., pp. 102-11. 

7 Essay upon Ways and Means, in Works, I, 79. 
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Vanderlint, as already suggested, is not in full accord with the 
other writers on land questions. He advocated enclosures for eco- 
nomic reasons; but he would also have them carried through in 
the common interest, and owned not by individuals but by the 
community. He maintained that every man had a natural right 
to enough land to support his family; also, that the well-being 
of the mass of the people, rather than the comfort of a few wealthy 
landlords, should be the first consideration.” 

On the whole, the period studied shows an increasing sharpness 
in the concept of property in land, and a growing desire to own 
it. Enclosures were extended; boundaries of lands and rights of 
landlords and tenants were more clearly defined by law and by 
custom; investments in land became more secure and more profit- 
able; political and social perquisites of landowners, relics from 
earlier centuries, were not yet successfully challenged. Out of 
these conditions emerged the “‘country-gentleman” ideal of a 
later generation. 


Vv. LAND RENT AND TAXES 


Land rents, stable and fixed by custom in earlier times, showed 
a sharp upward trend at the opening of the seventeenth century. 
In the newly mobile economic order, farmers were bidding against 
one another for lands; rents agreed upon sometimes resulted in 
dissatisfaction before the expiration of the lease.” Furthermore, 
regularized taxation as the chief source of public funds was rapid- 
ly being established. The burden on land was no new thing; but 
the method of imposing it was disturbing and its incidence was 
not understood. These changes challenged the attention of 
thoughtful men and stimulated them to inquire into the causes 
and amount of rent and its tax-paying capacity. Such motives 
explain the practical turn taken by most discussions; writers were 
seeking, not theories, but programs. 

Rent.—Sir William Petty stated the case of the farmer who in- 
vested his capital in the form of labor, machinery, seed, etc., on 
a given piece of land; then 

* Op. cit., pp. 145 ff. 

* Cf. Curtler, op. cit., pp. 127-28, for complaints of a rent-paying farmer. 
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when this man hath subducted his seed out of the proceed of his harvest, 
and also, what himself hath both eaten and given to others in exchange for 
clothes, and other natural necessaries; that the remainder of corn is the nat- 
ural and true rent of the land for that year; and the medium of seven years 

. .. or rather of so many years as makes up the cycle, within which dearths 
and plenties make their revolution, doth give the ordinary rent of the land 
in corn. 


This means, in brief, that the average surplus (above production 
costs) through a series of years is a fair measure of rent. Nor was 
Petty unaware of the margins of cultivation. In the course of his 
discussion of improved methods of farming he says: “The touch- 
stone to try whether it be better to use those improvements or 
not, is to examine whether the labour or fetching these things 
even from the places where they grow wilde, or with less culture, 
be not less than that of the said improvements’; further, if a 
given district already “produce as much commodity, as by all 
endeavour was possible; then what is wanting must be brought 
from a far, and that which is near, advanced in price accordingly; 
or if . . . . by greater labor [more is produced] . . . . then will 
the rent be as much more advanced, as the excess of encrease 
exceeds that of the labour”; and since the price of the labor is 
known, the calculation of the amount of the rent is by no means 
a difficult matter.™ 

Locke gave little attention to rent, except to emphasize that 
“an infallible sign of your decay of wealth is the falling of rents, 
and the raising of them would be worth the nation’s care, for in 
that . . . . lies the true advantage of the landed man and with 
him of the publick.”” Also, he suggested the several possible rea- 
sons as to why rents were falling: viz., either land had become 
less productive, consumption was less, consumers’ habits had 
changed, they had found a cheaper source of supply, a tax on 
produce had depressed its price and at the same time increased 
the wage rate that the farmer must pay, or, the most probable 
reason, there was such a scarcity of money that prices had soared 
beyond the means of the great mass of consumers.” 

% Petty, Treatise of Taxes, Hull ed., I, 43. 

% Tbid., p. 52. 

82 Some Considerations, in Works, 69-70. 
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The relation between the demand for the products of the land 
and its rent is quite emphatically set forth by John Houghton. 
He argues that prodigality is not injurious to the nation—rather 
the reverse—for the prodigal spends all his income, borrows as 
much as he can, and then mortgages his lands and borrows more; 
“then he racks his tenants to pay this interest,” which drives his 
tenants to new industry and new projects which they would 
never undertake until the increasing rents made them necessary.® 
Later writers might moralize on the folly of waste; apothecary 
Houghton knew what made brisk business: “Pride, finery, van- 
ity . . luxury, eating and drinking high . . [cause] more 
wut to the kingdom than loss to private estates.” The free- 
spending gallant of the Restoration era was, in Houghton’s estima- 
tion, the real benefactor of the nation; for “although finery be 
foolery, yet for people to get honest livelihoods is one of the great 
concerns of mankind.’”*™ Consumption was a means of keeping 
prices high; and this writer had not failed to observe the coinci- 
dence of high prices and prosperity. His description of the busi- 
ness cycle, which he called “the round or wheel,” is quite concise: 
“Plenty causes laziness, that scarcity, that dearness, that indus- 
try, and that plenty.” With apparent jubilation, he quotes the 
old English proverb, ‘“‘Need makes the old wife trot.” Therefore, 
a proper national policy will keep uppermost the three desirables: 
dearness, industry, and plenty. As concerns agriculture, this can 
be accomplished by encouraging consumption; if the method 
proves inadequate, then resort should be had to a bounty on the 
export of wheat or some other intervention designed to raise 
prices and make it possible for higher rents to flow through the 
pockets of landlords into the coffers of tradesmen.*s 

In discussing rent, Vanderlint appears less sure than on other 
subjects. He observed the rising rents of his generation and at- 
tributed the rise to the increased demand for farms; higher rents 
prevented some men from entering agriculture, and consequently 
they turned to other means of earning a livelihood, with the re- 
sult that the remuneration from these other trades and professions 

3 Houghton, op. cit., IV, 56. 

%4 Ibid., pp. 62 ff. 8s Tbid., pp. 382-93. 
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was greatly depressed. High rent, caused by the demand for 
farms, he seems clearly to regard as, in its turn, the cause of high 
prices. The natural way to lower prices was to bring waste lands 
under cultivation, and thus make farms and goods so abundant 
that the prices of all things, including labor and rents, would fall. 
This would work no hardship on landlords because, all other 
prices being lower, their total well-being would not be lessened.” 
Further on in his work he objects to the statement that low prices 
and the inability of the farm to pay higher rents were caused by 
too much land under cultivation. Such a condition was due rather 
to the fact that people were unable to buy; low incomes, brought 
about by the over-manning of various vocations, result in a gen- 
eral lack of purchasing power. For, he observes, “since plenty is 
in its own nature a general good, and a universal blessing, . . 
this objection, which suggests that plenty is an evil, . . . . must 
be contrary to the nature of the thing itself.”” That there was not 
too much land under cultivation was further proved by the fact 
that unemployment existed and some people lacked necessities 
of life; and whether or not rent could be paid to landlords, people 
had a right to insist on the satisfaction of reasonable wants. It 
was “scarcity of money,” rather than abundance of commodities, 
which caused this embarrassing situation.*’ In other words, the 
object of tillage was to enable people to subsist comfortably, and 
not to enable landlords to receive rent; the latter is incidental 
and must not be regarded as a determining factor. Furthermore, 
the rents of lands can be no greater (nay they ought not to be so great) than 
the overplus which remains to the farmers, after all charges, together with 
their own subsistence, are deducted out of the price or sum, the produce of 
the land they rent fetches at market; and experience shews, the rents of land 
will always be very near as much as this... . ® 


Steuart regards rent as the balance of the gross produce re- 
maining after deducting the nourishment of the farmer, his 
family and servants, the necessary expenses of cultivation, and 
reasonable profits according to the custom of the country.” He uses 


*% Vanderlint, op. cit., pp. 18-20. 

87 Tbid., p. 146. 8 Tbid., p. 110. 

% This is quite similar to Petty’s concept of rent, except that Petty allows no de- 
duction for “reasonable profits.” Cf. pp. 301-2 supra. 
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data from Petty, Davenant, and others as the basis of his asser- 
tion that the rents of corn lands are about 22 per cent, and of 
pasture lands about 42 per cent, of their respective total yields; 
this disproportion arises from the greater total consumption of 
the larger number of people employed in tillage. He estimates the 
gross value of the annual produce of the lands of the kingdom at 
21 million pounds. Of this total, 12 million pounds are necessary 
for maintenance of agriculture as indicated above; the remaining 
9 million pounds are rent, which supports the “free hands” em- 
ployed in manufactures, trades, or in any other way “according 
to the taste of the times.”” Steuart sets forth clearly the im- 
portance of location of land relative to centers of population and 
means of communication, and the influence of location on rent: 

In the center stands the city surrounded by kitchen gardens; beyond these 
lies a belt of fine huxuriant pasture or hay fields; stretch beyond this and you 
find .. . . plowing and sowing; beyond this lie grazing farms for fattening of 
cattle; last of all, come the mountainous and large extents of unimproved or 
ill improved grounds where animals are bred. 


This, says the author, is the “natural distribution” for agricul- 


tural purposes; but particular circumstances, such as the unfitness 
of some lands for their natural use or the development of a road 
into a particular region, will cause modifications in this natural 
symmetrical scheme.” 

Taxation.—Petty states unequivocally that public revenues 
should come from the land, either by setting apart a portion of 
the land as crown lands or by levying a tax in proportion to 
rents. Believing taxation the more practicable, Petty (and others 
after him) enters into elaborate calculations to determine gross 
and net rents. He argued that a tax on rent would be borne by 
the landlord for the duration of the existing lease; when the lease 
was renewed, the burden would be shifted to the tenant in the 
form of higher rent, and by the tenant to the consumer in higher 
prices.” 

® Steuart, op. cit., I, 55-57. Steuart’s travels and residence on the Continent may 
account for the similarity of his distribution scheme to that of the physiocrats. 

* Ibid., pp. 187 ff. Cf. J. H. von Thiinen, Der Isolierte Staat (1826); also various 
later writers. 

* Petty, Treatise of Taxes, Hull ed., Vol. I, chap. iv, especially pp. 38-47. The 
author’s explanation of these processes is not very satisfactory. 
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Locke is convinced that land must ultimately support the 
state: 

Taxes however contrived and out of whose hand so ever immediately 
taken, do, in a country where their great fund is in land, for the most part 
terminate on land. Whatsoever the people is chiefly maintained by, that the 
government supports itself on; nay perhaps it will be found, that those taxes 
which seem least to affect the land, will most surely of all other fall on rents. 


He strengthens his position by eliminating in turn each of sever- 
al groups who appear to carry the burden, but who in reality do 
not: First, the merchant, who will not bear the tax—he adds it 
to his selling price; then the laborer, who can not bear it, since 
he has only subsistence, and when prices increase must have a 
proportionately higher wage; then the tenant, who after the tax 
is levied, will insist on a lower rent when his lease is renewed. 
There remains only the landlord, who must bear the tax because 
the other classes will not or can not. Being doubly convinced 
that the tax finally settles on the landowner, Locke concludes 
that it should be placed there in the first instance. Thus it could 
be collected at a minimum expense, and the return would suffice 
for all public needs.* 

His comments on the taxation of land mortgages are worth 
noting. Philosopher that he was, Locke could not look on finery 
and extravagance in quite the same cheerful mood as Houghton.™ 
He observes that the mortgagor pays taxes on the entire estate 
while the mortgagee goes free. But the debtor has no proper 
grounds of appeal for relief; he suffers a perfectly just penalty. 
Either it was his extravagance which brought him into debt, a 
folly he might have curbed, or a false pride made him want to 
own more than he could pay for, a condition to be remedied by 
selling a part of his estate and freeing the rest from the incum- 
brance. The suffering debtor has no adequate grounds for com- 
plaint; his cwn will, choice, and indiscretion brought misfortune 
upon him. Having moralized to this harsh conclusion, Locke re- 
lents a bit, and admits that it might be good policy to register 


% Locke, Some Considerations, in Works, IV, 59-66. 
* Cf. p. 303 supra. 
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mortgages; then “land taxes might reach them and order the 
lender to pay his proportion.’’ 

Davenant, writing in the later years of King William’s wars, 
was considerably perturbed by increasing tax levies. He also 
states that 


all taxes whatsoever, are in their last resort a charge upon land; and though 
excises will affect land in no degree like taxes that charge it directly, yet 
excises will always lie so heavily upon the landed men, as to make them con- 
cerned in parliament, to continue such duties no longer than the necessity of 
war continues.” 


He speaks yet more feelingly when he predicts that if high land 
taxes are long continued “the landed men must inevitably be 
driven into the hands of scriveners, citizens, and usurers,” but 
“the country gentlemen would still preserve the interest of being 
chosen into the parliament’’; and so we shall find ourselves in the 
unfortunate condition of being 

in a great measure represented by such as have only the name and show of 
estates If the government could be otherways supplied [with reve- 
nues], it were expedient to let land breath a little, in order to give the country 
gentlemen opportunity to repair the breaches which are lately made in their 
fortunes.” 


Vanderlint calculated that in his day the requisite yearly na- 
tional revenue was 4 million pounds, but the collection costs of 
the taxes then prevalent amounted to a like sum; hence a total 
of 8 million pounds had to be collected. Since “that which gives 
all must pay all,” this entire burden settled upon the land. Not 
only were existing taxes expensive to collect, but they enhanced 
the price of all goods upon which they were laid; he therefore 
advocated their repeal. He argued that prices would then fall, 
consumption increase, demand for lands would be stimulated, and 
rents would rise. The farmers would receive more money for the 
greater quantity of products, and thus could pay a greater ag- 
gregate amount of rents to the landlords. Conceiving rent as a 
surplus (cf. p. 304 supra), Vanderlint finds it an excellent source 

9% Some Considerations, in Works, IV, 75. 

* Davenant, An Essay Upon Ways and Means, in Works, I, 77. 

% Ibid., pp. 79-80. 
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of public funds: virtually burdenless, since it is paid from an 
increment to surplus which would not otherwise be created; in- 
expensive to collect, costing only about 2} per cent as against 
100 per cent for the taxes then prevalent; adequate for all national 
public needs, and replacing all existing taxes—a true single tax.* 

Steuart discussed taxation at some length. He recognized two 
general types: “proportional” taxes, or taxes on “alienation,” 
such as excises, customs, and stamp duties; and “cumulative” 
taxes, such as tithes, poor rates, window, land, and other taxes 
on “possessions.” The first type, he said, was “consolidated in the 
price” and paid without conscious effort by the consumer; the 
second type was paid directly, was a conscious burden, and could 
not be shifted. The former he regarded as by all odds the better; 
the latter he disliked, but if necessity compelled, he would prefer 
the land tax, because this was paid out of surplus (rent). But the 
land tax was unjust; it bore unequally on those who paid it. The 
small proprietor, having little or no surplus, would be much more 
distressed in paying the levy than the large landowner. He vigor- 
ously maintained, further, that it discouraged the purchase and 
improvement of lands. If it were used at all, it should be on the 
basis of a fair valuation by which the revenue expected from each 
parcel of land could be accurately known. But “of all the taxes 
on the income of land-property, the tithe is the worst.” 

While institutions and customs of the past were being trans- 
formed by new forces, land rent could not remain unchanged. 
Its fluctuations, and the bargaining between landlords and ten- 
ants, led writers on economic subjects to speculate as to the na- 
ture and causes of rent. Gradually the idea of rent as a surplus 
was established; being a surplus, it appeared the easiest and most 
productive source of public revenues. Writers in whose minds 

%* Vanderlint, op. cit., pp. 107-13. (Cf. Locke’s views, pp. 306 supra.) Van- 
derlint thinks that an incidental, but quite appreciable, gain would come from re- 
leasing the army of tax-collectors, who might then, with profit to themselves and 
gain to the nation, turn to more worth-while occupations. 

” Steuart, Works, IV, 173-74, 277-85, ef passim. Arthur Young cites Steuart’s 
arguments as final authority in his own vigorous condemnations of French land 
taxes and similar proposals made by misguided Englishmen for their own country. 
Cf. Young, Travels ... . in France, 2 vols. (1793). Especially Vol. II, pp. 309 f., 
479 ff., ef passim. 
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the interests of the trader were uppermost naturally approved of 
land taxes, which would probably have been burdensome and un- 
satisfactory in practice. 


VI. AGRICULTURE AND POPULATION 


The problem of population in England, at least until well down 
to the end of the period here studied, the middle of the eighteenth 
century, was one of under-population. Her towns were primarily 
commercial, and hence of moderate size; the great centers of in- 
dustrial populations were still unknown. At times, to be sure, a 
superfluity of people is apparent; unemployment and misery were 
not unknown. Famine, pestilence, and war regularly carried off 
great numbers; depletion of the masses, disturbing to the economic 
order and inviting disaster in war, was a constant menace.’ 
Philosophers and statesmen, even down to the time of Paley and 
Pitt at the end of the eighteenth century, were happy to note 
any evidence of an increase in numbers. Until recent centuries 
labor and land were the two obvious factors in agricultural pro- 
duction. Capital was meagerly used, while land was regarded as 
an “indestructible” gift of God; agricultural writers gave much 
attention to the human element. The desirability of a numerous 
population is one point on which mercantilist writers were gen- 
erally agreed, but numbers were desired merely as a means to 
national strength. 

The most worthy goal of any prince, thinks Fortrey, is to make 
the country rich and populous; but he dismisses the subject of 
numbers rather peremptorily with the remark that “people and 
plenty are commonly the begetters the one of the other, if rightly 
ordered.’** The conviction that people are wealth was probably 

« Mr. Tawney raises the question as to whether the population, almost station- 
ary until late modern times, was not held in check by the postponement of marriage 
due to long apprenticeship, or to the necessity of getting the consent of the guild be- 
fore setting up a shop; and among the agricultural population, due to waiting for the 
death of the father before the son came into possession of the peasant holding. 
Cf. R. H. Tawney, The Agrarian Problem in the Sixteenth Century (1912), pp. 104-6, 
(note). The present writer believes that the “positive” even more than the “‘pre- 
ventive” checks were probably responsible for this stationary population. See also, 
C. E. Stangeland, Pre-Malthusian Doctrines of Population (1904), chaps. iv, v, e 
passim. 

tt Fortrey, op. cit., p. 13. 
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strong in the mind of Sir William Petty, who entered upon a 
pioneer demonstration of the monetary worth of the king’s sub- 
jects. He estimated, probably with some exaggeration, that there 
were in 1660 some 6,000,000 people in England, and that at 7 
pounds per capita, their yearly maintenance cost was 42 million 
pounds. Of this sum, rents supplied 8 million pounds, and profits 
from various other properties 8 million more; since the population 
of England was self-sustaining, the balance, 26 million pounds, 
must be the yearly product of the people themselves. He then 
assumed that the population, by and large, was worth at least 
20 years purchase; hence, the monetary value of the people of 
England was 520 million pounds (20 times 26 million), or 80 
pounds per capita. The adult, however, was probably worth twice 
this much. From such calculations the nation might compute the 
loss from plague, from war, from sending men abroad to the 
service of foreign princes, etc." 

Temple observed that, although a dense population led to 
scarcity, it was nevertheless desirable, as activity to satisfy wants 
was thereby stimulated; thus, he says, 
the true and natural ground of trade and riches, is the number of people 
in proportion to the compass of ground they inhabit; this makes all things 
necessary to life dear, and that forces men to industry and parsimony. The 
customs which grow first from necessity, come with time to be habitual to 
a country." 


Temple here suggests that dense population, regarded as so essen- 
tial to the strength of the nation, could not profitably be employed 
and maintained by agricultural activity alone. Davenant is more 
specific on this point. When the people rely on agriculture alone 
for support, they require in England about 9 acres of land per 
capita, in Holland 8, and in France 10. He observes that in 
Holland this saturation point had been reached about the second 
quarter of the sixteenth century, in England about 1600, and in 
France a few years later. As land became inadequate to meet the 
needs of growing populations, these nations faced the alternatives 
102 Political Arithmetic, Economic Writings, Hull ed., I, 267. 


%3 Sir William Temple, Essay on the Trade of Ireland [1673], in Works, 4 vols. 
(1770), IIT, 6. 
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of expansion into other fields, or national decline; for mere num- 
bers, “unless they are well employed, make the body politic big, 
but unwieldy; strong, but unactive; as to any uses of good gov- 
ernment.’" Some relief, he admits, might come from land im- 
provement and more intensive cultivation; but this cannot “keep 
pace with the natural encrease of people by procreation, which 
must happen in countries wisely governed, and which are not in- 
terrupted in their progressive course by great wars, plagues, or 
famine.”**S Indicating, perhaps, that he knew of Petty’s calcula- 
tions (cf. p. 310 supra), Davenant writes: “The bodies of men 
are without doubt the most valuable treasure of a country.’"” 
Furthermore, “men being the truest strength and riches of a 
country, the councils of all wise states should tend to obtaining 
and keeping together as many as the land will nourish,” in order 
that ‘“‘we may have hands enough, not only to make us safe from 
the insults of others, but to render us formidable to all our neigh- 
bors.’”**? Again, “it is not extent of territory that makes a coun- 
try powerful, but numbers of men well employed, convenient 
ports, a good navy, and a soil producing all sorts of commodi- 
ties." This point is enforced by comparison with Spain, which 
has “gold and silver, and the best ports and soil in the world” 
but lacks people and is poor; whereas Holland “with bad har- 
bours, and the worst climate upon earth,” is the richest of nations. 

It is perhaps better that a people should want country, than that a coun- 
try should want people. Where there are but few inhabitants, and a large 
territory, there is nothing but sloth and poverty; but when great numbers are 
confined to a narrow compass of ground, necessity puts them upon invention, 
frugality, and industry; which, in a nation, are always recompensed with 
power and riches." 


Indeed, “‘there is hardly any sort of ground which numbers of 
men will not render fertile.’”"° But “where countries are thinly 


4 Davenant, An Essay Upon Probable Methods, in Works, Il, 203. 
5 Davenant, Discourses on the Public Revenues, in Works, II, 112. 
1 An Essay upon Probable Methods, in Works, I1, 202. 

~7 Ibid., p. 222. 8 Ibid., pp. 192-93. 

9 An Essay upon Ways and Means, in Works, I, 73. 

™*An Essay upon the Probable Methods, in Works, II, 221. 
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inhabited, the people always grow proud, poor, lazy and effemi- 
nate; qualities which never fail to prepare a nation for foreign 
subjection." “Ordinary people,” if usefully employed, “are as 
serviceable to the Commonwealth as the rich”; and since this 
class is the most numerous, it is the most valuable.™ 

While earlier writers saw cause for rejoicing in an ever increas- 
ing population, Vanderlint was somewhat disturbed over it. He 
cited Sir William Petty’s prediction that population would double 
absolutely in 360 years ;™ and another estimate based upon Berlin 
vital records indicated a doubling of mankind in 104 years. If 
Petty’s calculations were accepted, it would be necessary each 
year for England to bring under cultivation 86 more square miles 
of land to maintain the annual increment of population; if the 
more rapid rate of increase should prevail, 300 square miles would 
be required. England’s restricted arable area, which he estimated 
at 31,000 square miles, would soon impose a limit in either case.™ 
He is quite convinced that a state may have more people than it 
can well support; consequently wretchedness, misery, and a weak 
government will be inevitable until the surplus is removed to 
“where they can have land to support them.”**s 

This pressure of population on means of support, which, if 
they were conscious of it at all, appeared to earlier writers as a 
mere shadow, easily to be dispelled by the sun of trade, loomed 
as an ominous cloud on Vanderlint’s horizon. To Steuart the dan- 
gers of over-population were still more obvious. It is not improb- 
able that beneath the tranquil surface Steuart saw the ferment 
at work that was soon to disturb the placid stream of British 
life."* Very clearly he states that further augmentations of food 
supply will not always be possibie, and that then the proportion 
who die must increase. Since we are rational creatures, such a 
prospect should deter propagation. Generously he grants that 


™ An Essay upon Ways and Means, in Works, I, 74. 

™ An Essay upon the Probable Methods, in Works, I1, 202-3. 

™3 Petty, Another Essay in Political Arithmetic, in Works, Hull ed., II, 463. 
™ Vanderlint, op. cit., pp. 34 ff. us Ibid., p. 27. 


™6 Malthus, Essay on the Principle of Population (London, 1803), Preface, p. iv, 
cites Steuart among others who had given attention to the principle of population. 
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though all are rational, all are not “‘provident,” and some will 
marry and propagate despite the menace. This he calls “abusive 
propagation,” in contrast to wholesome “multiplication,” which 
takes place only under proper food-supply conditions. “Abusive 
procreation” results in political unsoundness, which is cured only 
at the expense of much misery by a high mortality rate. The 
proper remedy (he does not call it prevention) is restraint on mar- 
riage; but ‘how to lay a restraint on marriage without shocking 
the spirit of the times” the author gives up as insoluble, and 
leaves “each to find out for himself.’’"7 

Steuart recurs often to the idea that the strength of the state 
depends not on multitudes of people but on adequately employed 
people. Though earlier mercantilists asserted that trade would 
engender productive employment as numbers grew, Steuart did 
not commit himself; this, he said, was the “statesman’s problem.” 
But he is quite sure that those “‘who produce idle consumers only 
certainly add neither riches, strength, or ease, to a state.”’""* 

The distribution of people between rural and other pursuits 
was discussed at some length by Steuart. Of the two agricultural 
uses of land, pasture and tillage, he observed that the number of 
people supported was in inverse proportion to the amount of 
rent yielded, and in direct proportion to the share of the produce 
consumed in the processes of production (cf. p. 305 supra). He 
concluded that density of populations on pasture as compared to 
arable lands was as 15 to 29."° The proportion of urban to rural 
population also will be determined by the amount of subsistence 
available for each of these two classes. His calculations, previous- 
ly cited, placed the total subsistence fund at 21 million pounds; 
12 million of this were consumed by the agricultural workers, 
and the remaining 9 million became available for “free hands,” 
who were normally urban; so the ratio between rural and urban 
was as 12 to 9. This Steuart called the “natural distribution,” 
because it was based on the means of getting a livelihood.” As 
machinery and tools were improved, and labor-saving devices de- 
veloped, a smaller share of human energy would be devoted to 

"7? Steuart, Works, I, 87-08, 208. "9 Ibid., p. 46. 

"8 Tbid., pp. 77-80. 1» Ibid., pp. 55-59. 
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producing food for the whole society, and the proportion of “free 
hands” would increase. 

These principles Steuart put to a practical demonstration. He 
accepted Davenant’s estimate of 5} million as the total popula- 
tion of England and, applying his own ratios (cf. preceding para- 
graph), he found that more than 3 million should be rural and 
almost 2.4 million urban. But because the rural population did 
not subsist wholly from its own production, but used some goods 
produced by the non-rural class, he subtracted 400,000 from the 
rural and added them to the urban, making the two classes ap- 
proximately equal. The author did not claim that the result was 
accurate, because his data were inadequate; he warned his read- 
ers that he was only showing “how a calculation might be made 
when the true state of England comes to be known.” These 
“natural principles” were further modified because of some flexi- 
bility in the choice of residence on the part of “free hands”: 
those to whom the surplus belonged in the first instance, the 
landlords, and those who had incomes without labor, had wide 
range of choice; those who must purchase a part of the surplus by 
their labor must live where they worked; transportation, power, 
or other conditions might determine the residence of manufac- 
turers; those laborers who rendered personal services lived where 
their masters chose; since political or social considerations, or 
mere whim, were important factors in determining choice of resi- 
dence on the part of those who were free to choose, a goodly por- 
tion of the so-called “free hands” must find their place of residence 
thus determined for them." 

People and plenty were the secrets of national power. That 
type of agriculture was best which maintained the most people. 
The more numerous the people, the more industrious they per- 
force would be; greater industry brought forth more food and so 
made possible more people. Any doubts as to this sequence of 
events or its happy outcome were dispelled by a faith in the 
reputed power of foreign trade to set things right. It was left for 
a later generation to free the country from this circle of thought. 


"1! Tbid., pp. 59-64. 
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Vil. THE BUSINESS SIDE OF FARMING 


Though agriculture had not yet entered the highly developed 
commercial stages which characterized it a little later, marketing 
and middlemen received no little attention from those who wrote 
about the vocation. Farmers and other “producers” have always 
scorned and suspected the middleman. In the minds of some an- 
cient pastoral peoples, merchants and thieves were associated 
under the tutelage of the same divinity. The self-sufficing farmers 
of later times, and their successors to the present day, have found 
their own “simple honesty” no match for the avarice, cupidity, 
and double-dealing of the professional traders. 

Harrison condemned the corn merchants, the “Bodgers,”’ for 
various frauds: employing anonymous individuals “for a pot 
of . . . . merie go down” to buy for them; keeping corn until 
it “must and putrifie,” and then in desperation selling it at any 
price to the needy people, who straightway got the plague from 
eating it; concealing their stores, or pretending to have only 
a limited amount, and practicing numerous other tricks in order 
to raise the price. “I wish that God would once open their eies 

. . to see their owne errors.’’ Harrison complained also that 
the people were “pestered with purveiours, who take up egs, 
butter, cheese, pigs,” etc., to sell them in other markets, and thus 
raise local prices. He would have a law requiring that the corn 
merchant “should keepe his next market with his graine and not 
to run six, eight, ten, fourteene or twentie miles from home to 
sell” at a higher price, and so leave “his neighbours unfurnished.’ 
Houghton, watching the activity of the speculators in grain and 
stocks, could only marvel at “the great mystery of buying more 
than all.” 

Sir William Temple, impressed by the lack of dependable char- 
acter in the commodities imported from rural Ireland, recom- 
mended that government inspectors be appointed who should ex- 
amine and mark commodities, certifying to their qualities and 


™ Harrison, op. cit., pp. 299-302. 

"3 Houghton, op. cit., I, 272. The volume of trading in wheat futures on the 
Chicago Board of Trade, in recent years 10 to 12 times the amount of the national 
harvest, is a “mystery” for some present-day farm leaders. 
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weights. This would improve the Irish producer’s market; and 
of course it would benefit the English consumer.™4 Davenant ob- 
served that a bounteous harvest severely depressed the farmer’s 
price; but due to the “fraud and corruption” of middlemen the 
consumer got no benefit (cf. p. 317 infra). Nor are we left to con- 
clude that fraudulent and corrupt practices were limited to the 
corn trade. The same author reports that 


it is complained the butchers of London keep great quantities of rich feed- 
ing ground in their hands near the town, and are all engrossers of cattle; and 
when beasts are brought hither for sale they drive theirs up to glut the mar- 
ket, and by this combination, command the price, and set it at their own 
pleasure; and so make flesh dear in the retail, when cattle sell for nothing in 
the market. 


Writing at atime when the public treasury was always depleted, 
and apparently believing that such middleman practices could 
not be directly controlled, he raises the question as to whether 
any tax could “be more reasonable, than such a one as would 
intercept and bring to the king, some part of that excessive gain, 
which these people make upon the public.””s 


14 Essay on the Trade of Ireland, in Works, III, 21. 


"5 Davenant, Essay upon Ways and Means, in Works, I, 65-66. Along with these 
proposals for government market inspectors (Temple) and “excess profits taxes” 
(Davenant), John Asgill’s suggestion for an expansion of the currency on the security 
of land has a somewhat modern sound. War debts had piled up in England and 
different proposals for relief had been made. Asgill believed that there was a real 
necessity for “‘another species of money than gold and silver.” But, he continues, it 
must be “made of something that hath all the qualities of money’’; these being set 
forth briefly, he asserts that “securities on Lands are capable of all these qualities 
of money and therefore they are capable of being made money.” The owners of land 
have the power to accomplish this, through co-operation to ‘“‘make these securities 
effective and lawful money” by specifying in their leases that rents be paid in them. 
Quoting the then-current definition of money: “that ’tis money that buys land,” he 
proceeds with his peculiar argument that if money buys land it will buy any other 
commodities because these latter are “nothing but land severed from the soil”; that 
since present rent contracts specify money payments (i.e., gold and silver), all other 
contracts, following the lead of rents, likewise stipulate gold and silver; therefore 
“if these rents were reserved in the securities of lands, . . . . it would force other con- 
tracts to be made payable in these bills, and consequently make these bills effective 
money.” Once over the borders of this hitherto undiscovered and unexplored coun- 
try, he proceeds with reckless courage to declare that lands thus being made to serve 
a second use—that of a basis for credit—in addition to their natural use, their values 
would increase; for “‘what serves for two uses at once, is more valuable than what 
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The unpopularity engendered by these reputed traits was in- 
tensified, until relatively recent times, by an ever present fear of 
famine, and the belief that merchants, by storing supplies, con- 
tributed to scarcity, which they then alleviated at famine prices.’ 
These fears and suspicions were at the bottom of many early 
restrictions on trade; when merchants, for gain, would export 
corn to “our enemies the papists” and leave Englishmen to 
starve, it was time to call a halt. The same motives also induced 
plans and agitation for the creation of stores of grain under public 
supervision. 

Briefly and pointedly, Barbon presents his argument in favor 
of public stores. To him storage meant not mere provision against 
lean years, and a blow at the middleman—not mere protection 
to the consumer—but a benefit to the producer also through help- 
ing to stabilize prices at a moderate level. He believed an assured 
moderate price is generally better for farmers because “there are 
more farmers undone by years of great plenty than recover them- 
selves in years of scarcity”; for when price is low, even a good 
crop may not pay; and “when it is dear, it doth not fall to all 
men’s fortune that were losers by plenty, to have a crop.”””” 

Davenant estimated that in his time the normal carry-over of 
corn from a good harvest was only sufficient for five months; 
from a poor harvest, only four months’ supply survived the end 
of the crop year; therefore, a crop failure would mean national 
disaster. Such facts convinced him that more adequate stores 
should be maintained. He cited the policy of the thrifty Dutch, 


serves but for one.’”’ Further, “that this invention [i.e., land securities] will fall the 
interest of money, needs no proof’’; these lower interest rates will in turn increase 
the value of aJl such lands as are capable of absorbing more capital in improvements; 
and most of the lands in the kingdom may, he declares, be further improved (Asgill, 
op. cit., pp. 12-19). The reputation for financial sense of the generation that founded 
the Bank of England is increased by the fact that little serious consideration was 
given Asgill’s rosy proposal. 

16 “He that withholdeth corn, the people shall curse him; but blessing shall be 
upon the head of him that selleth it” (Prov. 11: 26). 

"7 Barbon, op. cit., pp. 38-41. Cf. p. 296 supra. Convinced of the necessity for 
storing grain, he turns this necessity to the support of his contention for a lower in- 
terest rate, whereby carrying charges on the stored grain would be kept at a mini- 
mum. 
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who carried large stores of grain which they perhaps had bought 
from England, and might in time of English scarcity resell to 
England, and make a profit after having paid two freights and 
the storage charges. While the Holland merchants were at an 
advantage because of their lower interest rates, he thought that 
England would enjoy a balance of profit if she should carry her 
own stores,“* despite the higher costs. Concretely, Davenant 
proposed that public granaries be built at numerous places in 
England for this purpose; for this construction work he would 
utilize his proposed corporation for setting the poor to work.’ 

Steuart likewise developed an elaborate scheme for storage, in 
order to combat the evil machinations of middlemen. He would 
have a law requiring all public and semi-public corporations, in- 
stitutions, large business enterprises, and other widely ramified 
concerns, to enumerate the people with whom they dealt; guided 
by these ascertained numbers, which he regarded as sufficiently 
complete for his purpose, he would erect granaries in the several 
districts, each granary of a capacity sufficient to contain 8 bushels 
of corn for each individual in that district (he estimated a per 
capita requirement of 8 bushels yearly). This corn was to be 
bought at 4o shillings per quarter and paid for with “corn bills,” 
which were to circulate like bank notes and bear no interest ex- 
cept for such time as they might be held by a bank which had 
honored them, pending their final redemption with the proceeds 
of sales of stored corn. The corn, once in storage, was not to 
come on the market in competition with other supplies until the 
price passed 48 shillings per quarter; it was then to be sold to 
those who were least able to pay the high competitive price of 
grain. The primary purpose of his plan was to retard undue 
price increases by continuous maintenance of a year’s reserve 


“8 Davenant, An Essay upon Probable Methods, in Works, I1, 223-27. 

™ Briefly, Davenant’s plan for setting the poor to work was to incorporate a 
voluntary society and raise a fund of 300,000 pounds by private subscription. With 
this fund the society would provide places and materials in the several communities 
in which the poor would not only be kept busy but would be employed to some pur- 
pose. He thought such a scheme would replace all the existing poor laws. (Dave- 
nant, Works, II, 207 ff.) Later, Arthur Young argued that poor relief should be 
given only in houses of industry. 
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supply of corn.'” Anticipating probable opposition to the scheme, 
Steuart stated various objections and disposed of them one by 
one.** 

We are often reminded today that the typical agriculturalist 
may be a good farmer but a poor business man, a condition of no 
recent growth. Marketing his surplus may be exhilarating; more 
often it is exasperating, and frequently disastrous. Price, quality, 
and middlemen’s profits; holding goods off the market, engross- 
ing, preying upon the necessities of the poor—these troubles still 
beset us. Public storage, to protect consumers and to stabilize 
prices, to minimize the middleman’s power to manipulate affairs 
in his own interest—these methods, proposed in the eighteenth 
century, are still on trial. 


CONCLUSIONS 


During the two centuries studied in this essay, agriculture 
as an art was subject to vicissitudes. Elizabethan England, com- 
paratively speaking, was progressive; agriculture shared in the 
general prosperity which continued until the Civil War brought 


blight and decay. A period of stagnation, which appears to have 
covered, roughly speaking, the last half of the seventeenth cen- 
tury, was followed by a revival of interest in rural life which 
reached its climax in the late eighteenth and early nineteenth 
centuries."** The dominating economic doctrines of the period 
were those of the mercantilists. While their writings constitute 
no system, they are comprehensive; they cover many fields, and 
the topics they treat are a continuous surprise. There appears to 
have been little connection between the several writers; with few 
exceptions they worked independently. They drew conclusions 
from their own limited observations, their private business experi- 
ences, their prejudices, and the prejudices of the age and environ- 

1%” Steuart, op. cil., V, 356-50. 18 Ibid., pp. 360-77. 

#2 That intellectual interest in agriculture was never wholly eclipsed is suggested 
by the fact that Houghton lists the titles of 33 works on the subject, about 1 per cent of 
the approximate total of 3,000 titles contained in the library of the Royal Society in 
1681. This proportion compares not unfavorably with many well-balanced modern 


libraries, although the range of knowledge and of published works is much wider to- 
day; also, Houghton included More’s Utopia among his 33 agricultural treatises. 





320 S. J. BRANDENBURG 


ment. Their theories too frequently were attempts to justify 
personal and public practices which rested not on principles but 
on the expediency of the time, in which personal and national 
ambitions and rivalries bulked unduly large. Whether or not we 
are permitted to call these gentlemen “economists,” they were 
interested assuredly in political economy, and in agriculture as a 
necessary foundation for national strength and greatness. The 
chief contention of this study is that, even in the two centuries 
when England was growing into a “nation of shopkeepers,” she 
never neglected, or appreciably underestimated the importance of, 
the land and its culture. Like the ancient fabled giant, this eight- 
eenth-century giant among the nations found strength assured 
by contact with the soil. 


S. J. BRANDENBURG 
CLARK UNIVERSITY 





SILVER—SOME FUNDAMENTALS 


I. INTRODUCTION 


S ONE of the most attractive of the metals, silver has 
A played a part in the life of mankind since time imme- 
morial. While its use as money has declined since the 
general adoption of the gold standard in the Occident, its produc- 
tion continues practically unabated. The drastic decline in its 
price during the last few years indicates that the relation of sup- 
ply to demand has altered. The change has been a matter of 
great concern, on the one hand, to silver producers and the gov- 
ernments of producing countries, especially Mexico, and, on the 
other, to silver-consuming countries and the nations trading with 
them. Numerous attempts are being made to define the adverse 
effects on trade of the decline in the price of silver, and to offer 
remedies. It is therefore pertinent to examine the supply of and 
demand for the metal; to trace the causes and effects of changes 
in its price; to give some attention to the marketing of silver, and, 
so far as space permits, to some of the proposals for “‘remedying”’ 
the present situation. So much information and misinformation 
has been in circulation of late that a careful sifting of the facts, 
even by one admittedly not an expert, should prove beneficial in 
promoting clear thinking on the subject. The question has, in- 
deed, an aspect far broader than the exigencies of the moment. 
The widespread adoption of the gold standard has not provided 
the world with a thoroughly satisfactory monetary medium. 
While the gold standard is believed to be superior to the now de- 
funct gold-silver bimetallism, there are occasions when the ghost 
of the latter still raises its head. It is urged that we should re- 
store silver to its place beside gold, make it again a co-standard of 
value, and thereby not only lighten the load now carried by the 
more valuable metal as the foundation of the world’s credit struc- 
ture but, at the same time, make smooth the course of trade with 
Asia. 
Let us therefore examine the silver market: Who constitute 
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the market? What are the sources of the offerings and the des- 
tination of the purchases of silver? What are the effects of 
changes in the price? 
Il. SUPPLY 
A. THE MARKET SUPPLY OF SILVER 

For the purposes of the present discussion the term “supply” 
does not refer to the vast stock of silver mined in centuries past 
and accumulated in the form of works of art, or piled up in the 
hoards of India and China; nor to silver in the form of circulating 
coin. These constitute only “potential” supply. Being at present 
interested in the price of the metal, we are concerned only with 
the market supply which at any given moment or for any selected 
period is affecting that price. This supply consists of, first, newly 
mined silver and, second, the metal minted or manufactured in 
times past and now again coming onto the market—for since sil- 
ver is indestructible, it may and frequently does reappear in the 
market. 

In short, the “supply” of silver at any one time consists of the 
volume being offered, and, for a given year, the supply is the 
total of the offerings during the year. At this point in our story 
an imponderable factor has entered—speculation. The speculator 
who enters the market for a “quick turn” time after time, whether 
as a seller or as a buyer, affects the price of silver exactly in the 
same way as do the sellers and buyers of newly mined silver. 
Indeed, the bona fide and speculative sellers or buyers of Chinese 
exchange—and, in China, of foreign exchange—also influence the 
price of silver in equal degree per unit of operation. Because no 
means exist for measuring total dealings in silver, we must be con- 
tent, in examining supply, to define it as the total new output of 
the mines plus the total silver returned to the market from de- 
monetized coins, melted jewelry and ornaments, and the like. 


B. NEW PRODUCTION 


The world’s annual production of silver from 1923 to 1930, 
inclusive, has averaged about 250.2 million fine ounces. The chief 
producing country is Mexico, which in 1929 produced 108.7 mil- 


* Nor as backing for silver certificates or other paper money. 
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lion ounces, followed by the United States with a production of 
61.2 million, Canada with 23.1 million, and Peru with 21.5 mil- 
lion. The position of these countries in each year since 1914 is 
shown in the following official statistics, with estimates for 1930. 
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Fic. 1.—World-production of silver, 1914-30 


In these statistics may be traced the changing position of Mex- 
ico, the United States, and Canada during that period, and— 
more significant in a study of the price of silver—the trend of 
total annual production. 


c. “OTHER SUPPLIES” 


It will be noted that the total world-production of silver has 
until recently been maintained at a continuously high level, de- 
spite the fact that the price has been steadily declining.* Some 

? With the more rapid fall in price, which began in 1930 and continued during 
the first months of 1931, some decline in the output of new silver has been noted, es- 
pecially in the United States. For 1930 the decline in world-production was esti- 
mated by Handy and Harman at about 6} per cent. In their estimate, United States 
production was placed at 50,400,000 ounces for 1930. A later estimate by the Di- 
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persons prefer to say that the price has been falling because this 
has been the case. There can be no doubt that the fact that silver 
TABLE I 


WorLp-PRODUCTION OF SILVER SINCE 1914* 
(In Millions of Fine Ounces) 








Mexico Canada Australasia World- 
Production 





26.0 28.4 
22. 26.6 
29. 25. 
42. 22 
62. 21. 
65. 16 
66. 12. 
64 13 
81 18. 
go 17. 
gI 19. 
92. 20. 
98. 22. 
104. 22. 
108. 21 
108. 23 
105. 26 


- 


172 
173 
180. 
186. 
203 
179 
173 
17! 
209 
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* Source: Annual Reports of the Director of the Mint, for the fiscal year ended June 30, 1930 (pp. 38 
and 260-62), and previous years. The figures include corrections of earlier estimates as given in the 
1923 annual report, p. 233. 

t Includes Philippine production. 


_ $ Includes, for New South Wales, an estimate of 9,000,000 ounces based on previous years’ produc- 
tion. 


§ Subject to revision. 
** Handy and Harman, Review of the Silver Market for 1930, p. 30. 


is found amalgamated with other ores for which there is a sepa- 
rate detnand makes the rate of production to a very large degree 
insensitive to the declining price. 

Precise statistics concerning the supplies derived from sources 
other than the current output of the mines (e.g., demonetized 


rector of the Mint was 48,637,798 ounces, the lowest since 1888. The value of the 
American silver output in 1030 was given as $18,725,552, as compared with $32,687,- 
754 in the previous year (New York Times, February 1, 1931, based on Treasury 
Department mimeographed release of January 9, 1931). The production for Febru- 
ary, 1931, in the United States amounted to 3,187,000 ounces, as compared with 
3,480,000 ounces in January, 1931, 3,713,000 ounces in December, 1930, and 5,161,- 
ooo ounces in February, 1930. United States production in March registered a small 
increase, to 3,562,000 ounces; but for April the output is estimated at only 2,858,000. 
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coins, melted ornaments, etc.) are not available, but estimates 
are now made by silver brokers each year. For the period since 
1920 we find such estimates in the annual reports of Handy and 
Harman, dealers in the precious metals. These estimates are 
assembled in Table II, and are there combined with the figures 
of output from the mines to give the total supply of silver coming 


TABLE II 


Estmates or “OrHer Suppiies” AND ““TotaL WorLp-SuppLy” oF 
SILVER SOLD ON THE MARKET, 1920-30* 
(In Millions of Fine Ounces) 








Debasement| Demonetized 
of British | European 
Coinage Coins 
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22.0 
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* Source: Handy and Harman, annual reviews. 
t Includes 12,000,000 ounces sold by French Indo-China. 
t Includes 20,000,000 ounces sold by French Indo-China. 


on the market. During the period from 1920 to 1928, when there 
was a distinct downward trend in the price of silver, there was 
a distinct upward trend in the supply. There is an obvious con- 
nection between the two trends. As offerings increase, we should 
expect the price to decline, provided there is no increase in 
demand. But in 1930 prices continued to decline, although the 
offerings decreased slightly. This may perhaps be explained by 
the influence of the general commodity price level, and the 
changed purchasing power of the dollar in which our silver price 
is stated.3 

3 See ‘The Commodity Nature of Silver,” by Herbert M. Bratter, Engineering 


and Mining Journal, April 24, 1930; Also ‘“The Silver Lining in Silver,” idbid., July 
10, 1930. 
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D. BY-PRODUCT SILVER 
Of that part of the world’s silver supply which consists of newly 
mined silver, what proportion is a by-product of other metals? 
In other words, what proportion is largely independent of the 
silver price for its continued production? 
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Fic. 2.—Estimates of ‘‘other supplies” and total world-supply of silver sold on 
the market, 1920-30. 


Although there are mines which are worked only for the silver 
which they contain, there is no such thing as a “straight silver 
mine,” in the strict sense of the term. Mines are sometimes clas- 
sified as straight silver mines when their yield, measured in terms 
of value, consists chiefly of that metal. But silver is not found in 
nature 1.000 fine.‘ It is invariably amalgamated to some degree 
with other metals, chiefly lead, copper, zinc, gold, lead-zinc, and 
other complex ores. A mine may be termed a “silver mine” when 
its chief source of revenue is its silver output. But, since the prices 

4See Hearings of the Royal Commission on Indian Currency and Finance, 1926, 
p. 567, cited in Trade Information Bulletin No. 682, p. 5. Silver more frequently ac- 


companies lead and zinc than copper. Very little lead or zinc appears in nature un- 
accompanied by silver. 
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of the various metals fluctuate, a given mine may be a silver mine 
on one day and a lead mine the next. If the income of the mine 
is derived mainly from silver, it may be forced by a decline in the 
price of that metal to close down. But, if its income comes largely 
from copper, and only secondarily from silver, the decline in the 
price of the latter will cut into earnings but need not cause a 
stoppage of production. 

The most nearly pure-silver ore is that classified in mining 
statistics as “dry and siliceous ore.” Such ores in 1926 produced 
21.71 per cent of the United States silver output; in 1927, 19.75 
per cent; in 1928, 19.35 per cent;$ and in 1929, 18.31. per cent.® 
Thus, from the standpoint of quantity only, less than 20 per cent 
of the United States silver output comes from straight silver ore.’ 
In general, this proportion applies to all the North American sil- 
ver production, amounting to 196,000,000 fine ounces in 1929.° 
If we assume that the same proportion holds for the remainder of 
the world output, then it is plain that only about 20 per cent of 
all silver comes from mines in which silver is not literally a by- 
product. As to the other 80 per cent, no generalization can be 
made. The Bureau of Mines? publishes a table showing that, 
from the standpoint of value, 48.5 per cent of the world’s silver 
output comes from mines where silver is the principal revenue- 
producing metal in the ore.” This figure is obtained by using 
the prices given in the first column of Table III. From the second 
column it would appear that subsequent price changes have oper- 
ated to alter the relationship of the value of the silver output to 
that of other metals produced. Since the Bureau of Mines does 

5 Trade Information Bulletin No. 682, p. 6. 

* Annual Report of the Director of the Mint, 1930, p. 37. 

7 Even the dry and siliceous ores contain a small proportion of other metals. 
Cf. Bureau of Mines, Economic Paper 10, p. 2, No. 5. 

® There is considerable variation as between different areas. In 1927 the silver 
production of Texas came 99.98 per cent from dry and siliceous ores. In Idaho only 
0.26 of 1 per cent came from such ores in 1927. ‘“‘Summarized Data of Silver Pro- 


duction,” Bureau of Mines, Economic Paper 8, pp. 24-25. 
. » Economic Paper 10, “Economic Relations of Silver to Other Argentiferous 
res,” p. 7. 
© The percentage is based on figures for various years from 1924 to 1929: for the 
United States, 1928; Mexico, 1926; Canada, 1927 and 1928; etc. 
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not give the value of the output of each of the metals which it 
has used in arriving at the figure 48.5 per cent, it is not possible 
to bring its figure down to date. 

In conclusion, the Bureau of Mines, in Economic Paper 10, 
states (pp. 2-3): “over one-quarter of the world’s silver produc- 
tion [value, not quantity] may be considered derived from 
‘straight silver’ ores as that proportion is produced from ores de- 
pending on silver for over 80 per cent of their recoverable val- 


TABLE III 


RECENT Prices OF SILVER AND RELATED METALS 








hay te A aa 
y bureau o! ines orres, ng 
Metal in Calculating» |Metal Prices at the yams) 
Above-mentioned | Middle of March, . 
48.5 per Cent* 1931f 





cust sweewen $20.670 $20.6700 ° 
eee ©.500 ©. 3025f 
ae 0.180 0.0980 —45.6 
a 0.066§ 0.0438** 
Zinc 0.064 0.0400 

2.500 2.5000 ° 
0.350 ©.3500 ° 














* Economic Paper 10, p. 12. Prices apply poestoety to period 1926-28. Prices 
are per ounce for gold and silver and per pound for the other metals. 

t Engineering and Mining Journal and other sources. 

t March 14. 

§ In U.S.A.; elsewhere 5 cents. 

** New York, 4} cents; St. Louis, 4} cents. 


Table IV is based on production given by the Bureau of Mines 
in Economic Paper 10, on page 14. It shows the “average world 
production’ of gold, copper, lead, zinc, and, on page 13, of sil- 
ver.” In Table IV the value of the world-output of these metals 
is given at the prices shown in Table III. The loss in total gross 
(not net) revenues since 1929 was about 30 per cent, but the loss 
due to the decline in the price of silver from 50 cents to 32} cents 
was barely one-tenth of this. Moreover, the relative importance 
of silver in the gross receipts of the world’s silver-producing 
mines declined from 7.92 to 6.93 per cent, or only 1 per cent, a 

™ For which years is not stated. 

™ The average annual production for the period 1926-28. 
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loss unimportant to the mining world as a whole, however im- 
portant it may be to some individual mining companies. 


Ill. DEMAND 
A. ABSORPTION BY CHINA AND INDIA 
We have now seen that the supply of silver has an important 
bearing on the price. Also, we have stated, for subsequent demon- 
stration, that the price of silver is greatly influenced by the gen- 
TABLE IV 


Errect OF CHANGES IN METAL Prices (1926-28 TO 1931) ON Gross 
REVENUES OF WorRLD’s PriNcipAL SILVER-PRODUCING MINES 








Average World Production of —* Pricet Value Pricet 


(Millions) 
Silver: 255,000,000 ounces $ 0.500 |$ 127.5 || $ 0.3025 
Gold: 19,485,000 ounces 20.670 402.8 20.6700 
Copper: 1,750,000 short tons... 0.180 630.0 0.0980 
Lead: 1,850,000 short tons. . . 0.066 204.8 0.0438 
Zinc: 1,600,000 short tons. .. . 244.2 


$1 , 609.3 











Value of silver compared to value 
of total, per cent 7.92 

















* From Economic Paper 10, pp. 13 and 14 (Table 11). 

t As in Table ITI. 
eral commodity price level. Before considering that influence, 
however, let us turn to the demand for silver. 

Whereas the principal source of the silver actually appearing 
on the market is North America, the principal market for that 
silver is Asia. In 1930, for example, the total “supply” (gross) 
was approximately 315,200,000 ounces. India’s net imports 
totaled an estimated 94,500,000 ounces, and China’s, 123,000,000 
ounces. Hongkong absorbed 14,000,000 ounces for coinage pur- 
poses.“ The three countries, therefore, took 231,500,000 ounces. 
If we subtract from the 315,200,000 ounces the sum of 20,000,000 
ounces, representing sales by French Indo-China, and 29,500,000 

3 By the silver actually appearing on the market is meant newly produced silver 


and returned silver. The volume of silver sold on the market is, of course, much 
greater, including, as it does, speculative transactions and the entire turnover. 


“ The estimates are Handy and Harman’s. 
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ounces representing sales by the Indian government, total non- 
Asian supplies in 1930 were 265,700,000 ounces. China, India, 
and Hongkong thus took 87 per cent of the net supply of silver 
offered on the market by non-Asiatic sellers in 1930. Whenever 
the demand of India and China becomes increasingly effective, 
it is evident that it will be immediately reflected in the price of 
silver, for that demand is obviously the most important deter- 
minant of the price. 

The importance of the Orient to the silver-producers in the 
United States is apparent from Table V, based on the report of the 


TABLE V 


UnitTep STATES Exports AND RE-EXPORTS OF SILVER 
BULLIONT DURING 1929* 
(In Millions of Fine Ounces) 








Total to 


British India| China | Hongkong [British India,) Total to All 


Hongkong 





Exports...... | 15. 93 6 113.4 118.4 
Re-exports . ; 22 8 25.2§ 25.2 








Total | 16. 5.4 | 138. 6§ | 143.6 





* Source: Annual Report of the Director of the Mint, 1930, pp. 51, 55. 

t United States exports of silver coin in 1929 were valued at $44,131; and re-exports of coin, at 
$7,054,145. No part of either of these figures was assigned to British India, China, or Hongkong. As 
omer and re-exports of silver coin are not reported in fine ounces, the figures in the last column of the 
table do not include them. 

§ The difference of o.1 in the summation is due to abbreviation of the items. 


Director of the Mint for 1930. With production of new silver by 
American mines alone estimated at 50,400,000 ounces in 1930, it 
appears from the table that we sent to the Orient more than all 
of that output. This apparent anomaly is explained by the fact 
that the figures for re-exports include only that silver which is 
sent abroad in the form in which it arrived in the United States. 
In this class is silver crossing the United States under bond. 
When Mexican, Canadian, or other foreign silver received in this 
country for refining is manufactured into bars bearing the stamp 
of an American refinery or mint, it is classified as American sil- 
ver.'S The important point to be noted is that practically all our 


*s See Commerce Reports, September 8, 1930, p. 618. 
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silver exports go to India and China“—Hongkong being geo- 
graphically part of China, and its silver imports being chiefly 
destined for ultimate shipment to that country. 

The importance of the consumption of silver by China and 
India may be shown in another way, as illustrated in Table VI. 


TABLE VI 


Net Imports OF SILVER BY CHINA AND BritisH INDIA IN 1929 
(In Thousands) 








Net Lauports oF SILVER EsTIMATED 
EstTIMATED TOTAL 
| Wor.p- _Wortp- 
Counters a : +) —h pL 
: a . : pproximate or New Stiver Sotp 
oe yy Imports, Fine|/Strver, Fine DURING 
ao = Ounces Ounces Year, Five 
OuNcEs 











India a 50,392} | 46,613 








Total, fine ounces|.......... er gate wee | 174,308 261,715§ 327,900]| 





* From Commerce Yearbook, 1930, U1, 139. 

t One Haikwan tael is equivalent to 1.20665 ounces troy, according to the Director of the Mint 
(United States). 

t This figure is taken from “The Silver Market in 1930,” Trade Information Bulletin No. 742, p. 
14. The standard ounce is 0.925 fine. To convert this sum into fine ounces, multiply by 0.925. 


§ Annual Report of the Director of the Mint, 1930, p. 262. 
Handy and Harman, Review of the Silver Market for 1930, p. 30. 


The silver imports of China may be ascertained from the Chinese 
customs returns in Haikwan taels; those of India, similarly, in 
standard ounces.’ Converting both into fine ounces and compar- 
ing them with total world-production and supply, we find—for 
1929—China and India’s 174,308,000 fine ounces were about 67 
per cent of the world’s new production. For comparison, the total 


6 Prior to 1917 the bulk of our exports of silver went to the United Kingdom, and 
only a small part was shipped directly to Asia. Since 1917, as a result of better 
shipping facilities and the increased importance of New York as a silver market, the 
bulk of our silver shipments have gone directly to the Orient. Also of interest in this 
connection, indicating the changed position of America in the world silver market, is 
the fact that American silver exports of 143,600,000 fine ounces in 1929 represented 
over 58 per cent of the world’s production of new silver in that year; whereas, for- 
merly, most of the world’s silver was supplied through London. 

‘7 Since most of Hongkong’s imports find their way to China, it is not necessary 
to include Hongkong in this table. Such imports appear eventually in the Chinese 
statistics. 
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supply of silver, 327,900,000 fine ounces, is set down in the last 
column. It will be recalled that part of this total supply was sil- 
ver sold by the Indian government (35,000,000 fine ounces),” 
and, since we are showing only the net trade in silver, the total of 
174,308,000 fine ounces should be compared, not with 327,900,000 
fine ounces, but with total world-supply in 1929 less 35,000,000 


or 
3 


— 
by Chen 
mine 


‘eas 1986 1927 1928 1909 
(Department of Commerce) 


Fic, 3.—Estimated distribution of world silver production, 1924-30 


ounces,” or with 292,000,000 fine ounces. Compared with the lat- 
ter figure, India’s and China’s net import total of 174,308, 000 
ounces was close to 60 per cent. 


B. CONSUMPTION ANALYZED 

The annual estimates of world-consumption of silver, given in 

Handy and Harman’s annual review, form a very convenient 

record of the distribution of the world’s silver. It is only recently 

that Handy and Harman have shown these estimates in tabular 

form. But the figures given in their reports enable the construc- 

tion of a table commencing with 1924. The estimates for any one 
*8 “Other supplies” for 1929 are shown in detail in Table II. 

% The 35,000,000 fine ounces are included in India’s exports of silver, which have 


been subtracted from gross imports of silver to arrive at the sum of 46,613,000 fine 
ounces shown in Table VI. 
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year are usually revised the following year to include the latest 
authentic information. Table VII and the accompanying graph 
(Fig. 3) show the increasing supply of silver; the position of China 
and India as the chief consumers—China having, since 1927, 
passed India in the net amount of silver removed from the mar- 


TABLE VII 


ESTIMATED DISTRIBUTION OF WORLD SILVER PRODUCTION, 1924-30* 
(In Millions of Fine Ounces) 








1924 1925 1926 1927 1928 


108.21|106.7f| or. 90.0} 8. 
59.41] 73.9] 85.0} 124. 








Total, India and China. . .g |166.1 | 165.5] 175.0 
Germany pias 12. 16.7 
Arts and manufactures: 

United States and Canada 


Coinage: 
United States 
ae 
Russia 
Netherlands 
Hongkong dollars. .. . 
Mexico as ld 
Miscellaneous European 

countries ae: 

Otherwise unaccounted forf 





Total production and 
other supplies.......|259.1 327-9) 3 


























* Source: Handy and Harman, annual reviews, 1925 to 1930. 
t In the source this figure is designated as “shipments from abroad”’; the figures for later years show 


allowances for exports to other countries. 

t In an article in Mining and Metallurgy, November, 1928, p. 487, H. C. Simpson stated: “Africa 
is beginning to show quite an increase in the use of this metal (silver).” 
ket—and the consumption by the arts and manufactures in the 
United States, Canada, and England. In 1930, it will be observed, 


China’s net consumption declined, while India’s increased. 


C. SIGNIFICANCE OF ASIA’S TRADE BALANCE 


The chief determinant of the effective demand for silver arising 
in China and India is the condition of the balance of payments of 
those two countries. In the settlement of occidental trade bal- 
ances with them, silver plays a part similar to that played by 
gold movements between gold-standard countries. Therefore, 
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commodities being the largest item in the balance of payments, 
we would naturally look for some relationship between the con- 
dition of the merchandise balance of trade and net imports of 
silver into China and India. This, indeed, proves to be present 


TABLE VIII 
Curna’s ForEIGN TRADE IN MERCHANDISE 
AND Precious METALS, 1914-29* 
(In Millions of Dollars) 








Net Excess of r 
d Net Imports | Net Imports 
Merchandise 
(+) or Exports! (+) or Exports 
Exports (+) |° (_) of Gold | (—>) of Silver, 


or + —_ and Silver Alone 





—142 
— 22. 
— 27. 
— 8. 
— 86 
— 22 
273 
— 231 
— 240 
—136 
— 199 
—144 
—197. 
145.3 
— 160. 


9 
11 
22 
21 
29 
73 

114 
24 
32 
53 
21 
§2. 
40 
44 
75 
67 


17. 
22. 
13 
12 
28 

131 
93- 
12. 
36 
49 
a. 
51. 
34- 
44 
79. 
66. 


+4+4++44+4+44+4 1111 
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NUORUH OHAOS BDADUVE 


MOOV AW HW HW HO OO 
+4+444444+4+4+44+11 11 
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* Source: Commerce Yearbook, 1930, I1, 139. 
t In connection with the habitually adverse balance of China's 
commodity trade, it is believed by Commercial Attaché Julean Ar- 
nold that the existence of an export duty has given rise to consid- 
erable undervaluation of declared exports of Chinese merchandise. 
Another factor is the valuation of imports c.i.f. 
to a very perceptible degree, being particularly apparent when 
net imports of gold and silver are combined.” 

Table VIII and Figure 4 cover China’s foreign trade in mer- 
chandise and the two precious metals. While China’s merchan- 
dise trade balance is continuously adverse, the invisible exports 
are obviously ample to enable that country to import gold and 
silver.” The correlation between net imports of gold and silver, 

» The two accompanying tables and graphs were first prepared in 1930 for use in 
Trade Information Bulletin No. 682, ‘The Price of Silver.” They are here brought 
down to date, and also amplified by the addition of the figures and curve represent- 
ing silver imports alone. 

t See, e.g., New York Evening Post, January 10, 1931, “Artificial Silver Stability 
To Help Far East Opposed.” 
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as of silver alone, with the changing status of the balance of 
merchandise trade is very clear. Inasmuch as gold normally plays 
a minor réle in the movement of treasure to and from China, we 
can trace a definite increase in China’s net imports of silver in 
relatively good trade years and a decline in silver imports in rela- 
tively poor trade years. That the correspondence is not synchron- 
ized is due to the influence of other elements of the balance of 





+ INDICATES NET ExCESS 
OF MEROOANOASE EXPORTS 
wt MUALIONS OF COLLARS 























WA 


$904 [rOr8 [e016 [rer 7 liere 980 [oar [eee lees 


| ~*OrCATES NET extass 
F AERAM OE AAOTS 
[ie Mn Lions OF COLLARS Gore 0-1) 


(Department of Commerce) 




































































Fic, 4.—China’s foreign trade in merchandise and precious metals, 1914-30 


payments, such as greater or smaller government payments 
abroad, foreign investments, emigrant remittances, and the like. 
The changing price of silver itself leads to changes in the value 
as well as amount of silver imported. When the price of silver 
declines, silver becomes relatively cheaper in Chinese eyes. There- 
fore, silver becomes a “better buy,”’ and Chinese purchases of it 
are likely to record not only an increase in volume due to the lower 
price but an increase in value due to the investment of a greater 
share of the Chinese income in silver.” 

For India, Table [X and Figure 5 show a very marked relation- 
ship between movements of merchandise and of the precious 


* Cf. Sir Charles Addis’ comment (paraphrased) on a paper by G. Findlay Shir- 
ras, Journal of the Royal Statistical Society, July, 1920, p. 614. 
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TABLE IX 
Inp1A’s FOREIGN TRADE IN MERCHANDISE AND 


Precious METALS, 1914-30* 
(In Millions of Dollars) 








Net Excess of 
: Net Imports | Net Imports 
Merchandise 
(+) or Exports/(+) or E: 
Exports (+) (—) of Gold | (—) of Silver, 
Alone 


= “7 = and Silver 





+ 54 
+ 12 
+102 
+144 
+220 


IQI4-15.......| 142.6 + 2 
1915-16...... +205.8 +1 
1916-17.......] +305.8 + 60 
1917-18... + 301.8 + 
1918-19... +299.7 +2 
IQIQ-20. .| +#524.1 +277 +1 
1920-21.... — 263.8 + 29 + 
1921-22.......] — 55.1 + 32 + 
1922-23.. +242.2 +176 + 
1923-24... +412.8 +147 + 
1924-25. .| +§02.6 +310 + 
1925-20. ..| +#581.0 +190 + 
1926-27...... +283.2 +142 + 
1927-28. + 286.7 +116 + 
1928-29....... 4 +113 + 
B90g-90....... .6 + 84 + 














* Source: Commerce Yearbook, 1930, II, 302. 
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(Department of Commerce) 
Fic. 5.—India’s foreign trade in merchandise and precious metals, 1914-30 
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metals during the years 1914-30. Whereas, in China, our previ- 
ous graph showed international gold movements to be of consid- 
erably less relative importance than movements of silver, the case 
of India is the reverse. In 1918-19, following the passage in the 
United States of the Pittman Act, whereby the silver dollars in 
our treasury were melted and shipped to India to be subsequently 
replaced by purchases of new silver on the open market, India 
imported silver heavily. But, in the following years, the value of 
India’s imports of silver declined to a “normal” level, and any 
play appearing in the net imports of treasure has made itself felt 
in gold. India’s silver imports thus appear to be more or less in- 
dependent of ordinary changes in the balance of merchandise 
trade, despite the fact that, taken alone, silver imports vary from 
year to year. 


IV. SILVER AND COMMODITY PRICES 
A. INFLUENCE OF COMMODITY PRICE LEVEL 
Reference was made above to the influence of wholesale com- 
modity prices on the price of silver. The accompanying graph 
(Fig. 6)*3 illustrates the course of the index number of wholesale 


commodity prices and the price of silver in the United States 
from 1914 to 1930, inclusive. It shows a close relationship be- 
tween the two. 

As the index number is made up of the prices of a great number 
of commodities, a single one of those commodities may be expected 
to show considerable momentary deviations from the average. 
Also, it may show a long-trend, or permanent, tendency to move 
off at a tangent, as in the case of commodities passing into desue- 
tude. Since the irregular behavior of the commodities whose 
prices comprise the index number of wholesale prices is to be ex- 
pected, such action on the part of the silver-commodity need not 
be surprising. Thus, in September, 1917, when the high price of 
1878 was for the first time regained, the price of silver was ahead 
of the wholesale commodity price level, and proved to be ahead 
of the general trend of the silver price. This was caused by specu- 
lation; embargoes on silver exports from the United States, Japan, 
and other countries; and other causes. The condition, being ab- 


* Taken from Trade Information Bulletin No. 742, “The Silver Market in 1930.” 
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normal, soon righted itself. An example of interference of a dif- 
ferent sort affecting the course of silver occurred during the de- 
cline of commodities and silver in 1920. The decline of silver was 
halted, temporarily, by virtue of the first Pittman-Act purchases 
of silver by the United States government at $1.00 per ounce. 

Another type of divergence between the two curves is the de- 
cline of silver prices early in 1920, before the general commodity- 
price decline set in, and the rise in 1921 prior to a rise in the gen- 
eral commodity price level of the United States. These diver- 
gences may, in a general way, be explained by the fact that 
silver is more sensitive to world-wide influences than are com- 
modity prices within, say, the United States, just as wholesale 
commodity prices are more sensitive to changed conditions than 
are retail prices. A closer inspection of the two curves reveals that 
since 1925 the silver price has tended to decline farther than have 
commodity prices, especially so in 1925-26 and 1928-30. It is the 
latter decline which has caused the recent commotion in the silver 
market. 

The above cited examples are of temporary divergences of the 
silver price from the general course of commodity prices. They do 
not vitiate the point made, that, silver being a commodity, its 
price is a reflection of the price level of other commodities.’ 
Such ephemeral “‘synclines” and “anticlines” are examples of the 
results of speculation. Since speculators do not buy to hold, their 
operations tend to counterbalance each other. It is also apparent 
that, by anticipating, they may accentuate a rise or a fall in the 
price of silver. 

Of another sort is the gradually widening gap apparent in the 
course of the price of silver and of other commodities. This may 
be likened to the tangent-like movement mentioned above. If a 
commodity passes into greater and greater disuse, the price of that 
commodity may be expected to disassociate itself from the gen- 
eral price level. Perhaps this is, in part, a valid explanation of the 
declining price of silver in recent years. 

* Trade Information Bulletin No. 682, ‘“The Price of Silver,” pp. 2, 4. 

*s Sir George Schuster, finance minister of the Indian government, in his budget 
speech in 1931, stated: ‘““The more I study the matter, the more convinced I am 


that the fall in the price of silver is part of a much wider movement, and the more 
doubtful I become whether silver can be dealt with successfully in isolation.” 
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B. CALIBRATING THE PRICE CHANGES 


Figure 6, showing the recent course of silver and wholesale 
prices, gives only a rough idea of the real divergence of silver from 
the general price level. A better visual comparison might have 
been obtained by drawing the graph on the logarithmic scale. 
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Fic. 7.—Index number of the silver price, compared with the index number of 
wholesale commodity prices in the United States, 1914-30. 


However, this seemed unnecessary for an adequate demonstra- 
tion of the commodity nature of silver. 

Another measurement of the decline in the price of silver in 
recent years can be made by calculating an adjusted index num- 
ber for the price of silver. This was first done in Commerce Reports 
of June 16, 1930, a later computation along the same line appear- 
ing in Trade Information Bulletin No. 742, “The Silver Market 
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in 1930.” Figures 7 and 8 and Table X are taken from these 
sources. 

The first of the two graphs compares the index number of 
wholesale commodity prices in the United States and the unad- 


Index No.of the price of silver (1926 +100) 


(Department of Commerce) 


Fic. 8.—Silver price deviation from general price level compared with changes 
in the index number of the silver price, 1914-30. 


justed index number of the price of silver. Here again, a close 
general correspondence between silver and other commodities is 
noticeable. The year 1926 is taken as 100.” It is apparent from 
the first graph that silver and other commodities occupied re- 
verse positions before and after that year. Before 1926, silver was 

* The year 1926 is a convenient base-year because the wholesale commodity 
price index of the Department of Labor uses it, because India in that year deter- 
mined to adopt the gold-bullion standard, and because, partly precipitated by that 


action, the present decline in the price of silver may be said to have begun at the 
end of 1925. 
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TABLE X 


RELATION OF PRICE OF SILVER TO WHOLESALE 
Prices OvER 3-YEAR PERIOD 
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* Compiled by Bureau of Labor Statistics. 

t From annual reports of the Director of the Mint and ures supplied by office 
of Director of the Mint. The “official price” of silver is “fixe: ” daily by Handy and 
Harman, bullion dealers. It is generally, although not always, ,4, to } cent below the 
actual market price. 


+ 


t See Commerce Reports, June 16, 1930, pp. 370-72. 
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relatively higher than other commodities; after 1926, it was rela- 
tively lower. 

Figure 8 measures the changing relationship of the two 
curves discerned in the preceding graph. What was shown as a 
broken line there, here appears as a horizontal line marked 
“wholesale commodity price level.” For convenience, the price 
of silver in cents per fine ounce is also shown. The graphs of the 
price of silver and of the adjusted index of the price of silver show 
no resemblance prior to 1921. Following 1921 the resemblance 
is very close. The important point is that, although the price of 
silver reached an unprecedented height of $1.38 in 1919, a price 
never before recorded, the real price of silver in terms of other 
commodities was in 1919 no higher than in 1914. Among the 
other interesting features of this graph and Table X is the meas- 
urement of the position of silver and commodities in 1930. At the 
end of that year silver, at $0.326* per fine ounce, was lower than 
it had ever before been. Unfortunately, index numbers of a com- 
parable series are not available for more than a few years back. 
If they were, we might be able to say with greater assurance that 
this was the lowest price of silver. Expressed in index numbers, 
the price of silver in December, 1930,” showed a depreciation 
since 1926 of 47.4 per cent. But other commodities also were low- 
er in price in 1930 than in 1926. Therefore, the decline in the 
price of silver had not been so severe as appears on the surface. 
Expressing the position of silver as a relative of the general price 
level, silver stood at 100 in 1926, at 96.06 in 1928, at 88.57 in 
1929, and, in December, 1930, at 67.07. The divergence of the 
silver price from other prices was truly great: 32.93 per cent. 
Yet it was not so severe as one might at first conclude from the 
47-4 per cent decline in the price per ounce. 


V. OTHER PHASES 

A. MISCELLANEOUS FACTORS IN THE PRICE OF SILVER 
The silver market being a world-market, the factors which 
make up supply and demand are multiple and widespread. Sup- 


77 From Trade Information Bulletin No. 742, p. 8. 
* Average for December. »” Taking the December index number, 52.6. 
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ply, as already stated, is dependent upon new production and 
“other supplies.” The discovery of new mines or of new metallur- 
gical processes increases the supply of silver. That supply is also 
increased by any cause reflecting itself in an increased output of 
lead, copper, and zinc, where silver is a by-product of those 
metals. Changes in coinage practice, such as reduction of the fine- 
ness of subsidiary silver coins, quickly reflect themselves in the 
supply and price of silver.° While important examples of this 
type of influence are to be found in recent European currency 
legislation, the most conspicuous example is the Indian Treas- 
ury’s selling of silver since 1927. 

The demand in Asia, being dependent upon a favorable trade 
balance, is affected by anything affecting trade. In agricultural 
countries like India and China the crops are dependent upon rain- 
fall, and this in India is dependent upon the monsoon which 
brings the rainfall to the cereal and seed-growing areas in Sep- 
tember and, on its return, to the wheat-growing regions of North- 
ern India in December and January.* But, even in a good-crop 
year, if the world commodity markets are for any reason not 
receptive, the balance of trade and prosperity suffers. 

Domestic tranquillity is another important factor. Warfare in 
China or civil disturbance in India, interfering with production 
and communications, prevent the accumulation of a trade bal- 
ance favorable enough to permit normal consumption of silver. 
In Asia there are also seasonal factors. The various crops give 
their yields at certain times, requiring financing at other times.” 
The Hindu marriage season, in May, is another seasonal factor, 
for at that time much silver is demanded for use in making dow- 
ries; also, since the season is one of great gaiety, everyone is de- 
sirous of looking his best, and there is a marked increase in the 
demand for silver (and gold) ornaments. 

Sporadic influences are the arbitrary actions of governments 
which stimulate or retard silver movements, and are reflected 


»® Currency stabilization is also an influence in the market. 

# See Trade Information Bulletin No. 682, p. 12. 

» Bliss presents an Indian crop calendar, showing these seasons, Trade Jnforma- 
tion Bulletin No. 457, p. 6. 

















SILVER—SOME FUNDAMENTALS 345 


in the market. Such was the Pittman Act of April 23, 1918, 
passed to enable the British government to buy and ship to India 
208,900,000 fine ounces of silver obtained by melting down silver 
dollar coins held in the United States Treasury as backing for 
silver certificates. The price was fixed at $1.00 per fine ounce, 
and it was provided that the Treasury would subsequently re- 
place this metal by purchases of American-mined silver, as avail- 
able, at approximately the same price. While this act was in effect, 
it kept the market price of American-mined silver stable at close 
to $1.00 an ounce.* 

Among the miscellaneous factors affecting the price of silver 
may be mentioned strikes, warfare, and shipwrecks interfering 
with oversea deliveries of silver; speculation, which itself is an 
anticipatory reflection of all other factors; interference with pro- 
duction (as has occurred in Mexico in times past, due to civil 
warfare); and foreign exchange operations. 


B. SILVER AND FOREIGN EXCHANGE TRANSACTIONS 

Exchange transactions of and with silver-using countries are of 
sufficient influence in the silver market to warrant separate 
treatment here. Among the few countries still classed as silver- 
standard countries, China is much the most important. Second 
is Hongkong, politically separate, but geographically and eco- 
nomically a part of China. Persia’s currency is still on a silver 
basis, although the kran is artificially held close to a fixed value 
by the government, with only partial success. Ethiopia is also still 
on a silver basis, with the announced intention—as is the case 
with Persia—to adopt some form of the gold standard. In Central 
America, Honduras is on the silver standard; in the northern part 
of the country, however, American dollars form the principal cir- 
culation. These are the chief silver-standard countries. 

China’s currency system is very complex and heterogeneous. 
It may be claimed with accuracy that China is as much on a 
copper, or a copper-silver, standard, as on a silver standard. The 
foreign trade of the country nearly all “passes through”’ silver 
at one stage or another. Therefore, to the foreign trader, China 


33 There were thus two silver prices in New York: one for Pittman-Act silver 
and the other for foreign silver. 
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is on a silver basis; and changes in the value of silver, being usual- 
ly reflected immediately in changes in the silver cost of foreign- 
trade merchandise, are very real to the business man. The prin- 
cipal currency units are the yuan dollar, the Mexican dollar (both 
of these are coins), and the Shanghai tael (which is a weight of 
silver, and not a coin). In Hongkong, there is the Hongkong 
dollar (both coin and paper). These currencies, being definitely 
ascertained weights of silver, are quoted in the foreign ex- 
changes.** 
C. DUAL NATURE OF SILVER 

When the price of silver increases in New York or London by, 
say, 5 per cent, the value of any of the currencies named above 
also increases by approximately the same amount. There is al- 
ways some opportunity for arbitrage operations, since the price 
of silver in New York is not necessarily exactly equivalent to the 
London price or to the value of the Chinese currencies.** But, in 
general, the coincidence is very close. Whereas, to the American 
silver miner or refiner, silver is simply a commodity and the silver 
price a commodity price, to the Chinese and to the operator in 
foreign exchange, silver is a currency suitable for the settlement 
of international (and within China, domestic) transactions. This 
dual nature of silver results in this: any change in the price of 
silver is a change in the external value of Chinese currency, and 
any change in the latter—such as follows balance-of-payments 
changes—is identical with a change in the price of silver. A de- 
cline in the price of silver means a decline in the purchasing power 
abroad of Chinese money. 

It is because of this fact that it has been repeatedly claimed 
in the past year that the purchasing power of China’s 400,000,000 
people has declined with silver, pari passu.% What are the ef- 
fects on China’s purchasing power? 

4 For special reasons which cannot be discussed here, the quotations for the 
Hongkong paper dollar vary from the value of the silver content of the Hongkong 
silver dollar. 

3s On March 12, 1931, for example, silver moved up } cent, and Chinese exchange 
down }. Commercial and Financial Chronicle, March 14, p. 1907. 


% The 350,000,000 inhabitants of India are also included, together with Latin 
Americans and others. Even Australia and New Zealand are mentioned as “‘silver- 
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VI. CHINA 
A. SIGNIFICANCE OF SHANGHAI STOCKS 

Among the barometers of the silver market, Shanghai stocks 
are regarded as very significant, since China is the largest con- 
sumer of silver, and Chinese consumption is reflected in Shanghai 
stocks. The supply of silver in Shanghai and other treaty ports 
may be likened to the merchandise on a grocer’s shelves. When 
the inventory runs low, new orders are placed. There is an im- 
portant difference, however, since the stock of silver in Shanghai 
is fed, sometimes from foreign sources alone, and sometimes from 
within China. In time of disturbances such as were experienced 
in 1930, silver flees to Shanghai (or other treaty ports where for- 
eign protection exists) for safekeeping. When wealthy Chinese 
from the interior look for personal protection in the treaty ports; 
they also bring with them their portable wealth, including silver. 
Interior banks, similarly, send silver to the treaty ports to prevent 
confiscation by warring elements. 

Thus silver at times pours into the large coast cities from with- 
in China, creating an oversupply on the local silver market. 
Moreover, the very causes which prompt the flight of silver to 
foreign protection are the causes which destroy wealth and inter- 
fere with the production of new wealth in China. Warfare and 
banditry, moreover, prevent the free flow of export goods to the 
seacoast. In this way China’s accumulation of oversea purchasing 
power is diminished and the effective Chinese demand for silver 
is lessened in New York and London. 

The figures in Table XI show recent changes in Shanghai’s 
stock of silver, as reported by the American Bureau of Metal 
Statistics and other sources. 

Shanghai stocks are, of course, not the only factor in the price 
of silver. But they are watched by the market and, as in March, 
1931, are sometimes regarded as a leading index of silver-market 
conditions. 


using” countries. See, e.g., Commercial and Financial Chronicle, February 8, 1931, 
p. 1508, col. 1. We shall not here discuss the correctness or incorrectness of includ- 
ing gold-standard, gold-exchange-standard, or paper-standard countries in the fore- 
going statement, but shall limit our attention to China. 





348 H. M. BRATTER 


B. CHINA’S PURCHASING POWER AND SILVER 


When advocates of plans to support artificially the price of 
silver say that the decline in its price has cut the purchasing power 
of China, they refer to the purchasing power in foreign countries. 
They cite our export trade with the “middle country,”’ point to 
the decline which took place in 1930, and conclude that, if we 
raise the price of silver, we will make it possible for China to buy 
more of our merchandise. They present no profit and loss state- 


TABLE XI 


SILVER STOCKS AT SHANGHAI ON VARIOUS 
RECENT DaTEs 


Date Millions of Fine Ounces 
SE ee 
January 1, 1929... ee 
January 1, 1930. —— 
239.0 

6 


PN, CO oe cks aes : 
September 27, 1930. . 216. 
October 25, 1930. . 217.8 
November 15, 1930... . 216.2 
January 3, 19317 .. is 68 
January 17, 19317 - 219.5 
March 7, 1931T... ~-- 207.6 


* From Handy and Harman’s Review of the Silver Market for 
1930. This review each year shows the high and low of Shanghai 
stocks. 

t As reported in Wall Street Journal of March 19, 1931 


ment of the transaction, no comparison of the probable benefits 
of better exports with the probable cost to us of effecting an in- 
crease in the market price of silver. One of the points these 
“plans” have omitted to mention is the decline in our trade with 
all countries. In many instances we have lost more business with 
gold-standard or paper-standard countries than with silver-stand- 
ard China; of this fact statistical proof is easily obtained.” 

Even if the decline in our China trade were an isolated example, 
it is far from evident that such decline can be attributed to the 
price of silver. Since silver and exchange are in China two phases 
of the same thing, the decline in silver can just as well have origi- 

37 See New York Evening Post, January 10, 1931, the article cited. In 1930 our 


exports to China fell off less than our exports to any of the following countries: 
Australia, Canada, Germany, Italy, the Union of South Africa. 
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nated (in part) from changes in China’s balance of payments. 
Not only have China’s merchandise imports from us and other 
nations declined; her exports have also declined. From the stand- 
point of China’s consumption of silver, the exports, visible plus 
invisible, are the determining factor. If they exceed visible plus 
invisible imports other than silver, a surplus exists with which to 
buy silver abroad. If not, no surplus exists. As our figures have 
shown, China each year since 1917 has been an importer of silver 


TABLE XII 


Unitep States’ ForEIGN TRADE WITH CHINA AND 
ALL COUNTRIES, 1929 AND 1930 
(In Millions of Gold Dollars) 











> General General 
} Exports Imports 4 Imports 
; 





See ee | 124 
Hongkong 20 | 
Kwantung 12 | 





3,061 


Total. . Seal 156 183 | — 27 | 112 | 
All countries . .-| $242 4,300 | +842 3,343 





on net balance and has, therefore, had the necessary export sur- 
plus. Unfortunately, we have no recent balance-of-payments esti- 
mate for China.* But the visible-trade figures in Table XII 
are of interest. 

The table shows only American trade with China; the total 
trade figures of that country are not yet available. Our total 
trade with China in 1930 was $225,000,000, a decline during the 
year of 33.6 per cent, our total foreign trade during the same year 
declining 28.4 per cent. Our China trade, therefore, was not much 
worse in 1930 than our total foreign trade. Taking exports alone, 
those to China declined 28.2 per cent and to all countries, 26.7 

% The Nankai Statistical Service on September 22, 1930, presented balance-of- 
payments estimates for several different periods, as follows: 1903, 1912, 1864-1913, 
1923-24, and 1925-26. The figures were reprinted in the China Weekly Review of 
October 11, 1930, p. 206. 
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per cent. Again, China is not in a particularly unfavorable posi- 
tion as compared to certain other countries.” Significant is a com- 
parison of our exports to China with our imports from China in 
1929 and 1930. While our exports to China declined 28.2 per cent, 
our imports from China declined 38.2 per cent. If this figure is at 
all representative of China’s trade balance in 1929 and 1930, we 
have a very likely explanation of the decline in the Chinese ex- 
changes (hence, in silver) in 1930. Such a decline in exports ob- 


TABLE XIII 


Curna’s Net Imports oF SILVER, 1929 AND 1930 








7 . VALUE In DoLiars AT AVERAGE Price oF 
Miturons or Fine Ounces Suven an Mew Yoon 





Net Decline Net Decline 
1920, at 1930, at 
53.2 Cents | 38.1 Cents 
Amount | Per Cent Amount Per Cent 











(Millions) | (Millions) | (Millions) 
136.7* | 123.0* 13.7 10.0 72.72 46.86 25.86 35.6 


























* From Handy and Harman, Review of the Silver Market for 1930, p. 31. 


viously must have affected China’s ability to import silver. For 
China does not use silver to pay for her imports, but uses the net 
proceeds of her exports (visible plus invisible) to buy silver. Hence, 
a decline in silver means that China can buy silver more cheaply 
than before, rather than that China’s purchasing power abroad 
has declined.” 

In the light of the foregoing statistics, let us take China’s im- 
ports of silver in 1929 and 1930, as estimated by Handy and Har- 
man, and show the changes in their value. 

The amount of silver China absorbed in 1930 was only 10 per 
cent less than in 1929. The value of that silver was 35.6 per cent 
less. And the value of our imports of Chinese merchandise during 

» E.g., those listed in footnote 37. 

# Since the foregoing was written, the China Monthly Trade Report for March 1, 
1931, has come to hand, containing statistics showing the foreign trade of Shanghai 
during 1930 as compared with 1929. The trade of Shanghai is considered as repre- 
sentative of the trade of China, since about 40 per cent of China’s foreign trade 


passes through that port. The figures show that Shanghai imports declined 21 per 
cent in 1930, while the exports declined 40 per cent. 
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the same year declined 38.2 per cent—a striking coincidence, to 
say the least. 


Vil. INDIA 
A. IMPORT DUTY OF 1930, AND IMPORT VOLUME 


The price of silver is today higher within India than outside by 
13} cents (compared to a price of about 303 cents on March 17). 
This is due to the taxation of silver imports and production, by 
the government. A duty on silver imports into India, effective 
March 1, 1930," was imposed with the object of raising revenue 
and, perhaps, of giving an advantage in the Indian market to the 
silver produced by the government refinery at Bombay. The duty 
was fixed at 4 annas (about 9 cents) per ounce troy® (increased a 
year later to 6 annas).“ At the same time an excise duty of like 
amount was established April 5, 1930, applicable to all Indian- 
mined silver.“ It might have been expected that, following an 
initial inrush of silver prior to the commencement of the duty, 
the latter would have served to decrease India’s imports of silver, 
to the advantage of the Indian government’s sales of demonetized 
rupees. But, in fact, the statistics for 1930 show this was not the 
case. Imports continued at even a higher rate than in 1929. This 
was probably due to the limited capacity of the Bombay refinery, 
necessitating continued exports of Indian government silver to 
London for refining, and possibly also to the boycott of British- 
refined silver, commencing June 27, 1930." 

The continued heavy imports of silver reveal no loss of confi- 
dence through the decline in the price of the metal. Rather, they 
seem to indicate once more the fact that, when silver is cheaper, 


# The fiscal year commences with April, but the duty was laid down one month 
earlier. 

# Without allowance for alloy or impurity. 

* According to Montagu’s Annual Bullion Letter, 1930, p. 15, a duty on silver im- 
ports was first imposed in India in 1894 at the rate of 5 per cent ad valorem. This 
was increased in 1910 to 4 annas per fine ounce, and abolished entirely in 1920. 

“ For further details see Trade Information Bulletin No. 742, page 10. 

4 For details of the boycott resolution passed by the Bombay Bullion Exchange, 
see Trade Information Bulletin 742, pp. 15-16. It should be noted that the boycott 
resolution made no mention of silver refined in the Bombay Mint. 
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it is held by the Indian people to be a “good buy” and a desirable 
investment. A heavy fall in price stimulates silver imports.“ 


B. INDIA’S FOREIGN TRADE IN SILVER (AND GOLD) 


The following statistics show India’s foreign trade in the pre- 
cious metals during 1929 and 1930, by months, as reported by the 
Department of Commercial Intelligence and Statistics. Net im- 
ports of silver in 1930 (ounces, not value) are seen to have been 
over 40 per cent greater than in 1929, the 1930 imports being 
heavy not only in February, before the expected duty was an- 
nounced, but in April, May, and June, after the duty became 
effective. 

Of incidental interest, in connection with the continued de- 
cline of silver in the latter part of 1930, are the figures showing 
net exports of the metal in October and December. Throughout 
the two-year period the silver exports were predominantly on 
government account, as shown in the annual totals. Exports of 
silver on government account, however, are not very regular. In 
some months there have been none, while in others private ex- 
ports have exceeded the government’s. Imports, on the other 
hand, are regularly for private account. 


C. INDIAN GOVERNMENT’S SILVER; ABSORPTION AND RETURN OF RUPEES 


The Indian government finds itself in a rather peculiar position 
with regard to silver. Having committed itself, in 1926, to the 
eventual adoption of the gold bullion standard and the gradual 
disposal of all but 250,000,000 rupees of silver coin from the 
paper currency reserve (there being then about 850,000,000 
rupees in that reserve), the Treasury has been melting rupee coins 
and selling them. The proceeds are converted into gold or gold- 
convertible securities.“ 

The government sales of silver commenced in 1927. By the 


See Report of the Controller of the Currency for the Year 1929-30, p. 12. 

4 April 30, 1926. See Report of the Royal Commission on Indian Currency and 
Finance (Calcutta, 1926), I, 6, footnote f, and p. 32, sec. 8o. 

# Francis H. Brownell estimates that, over the last three years, the Indian gov- 
ernment probably has raised from $10,000,000 to $20,000,000 annually through the 
sale of silver. 
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TABLE XIV 


InpIA’s FOREIGN TRADE IN SILVER AND GOLD DURING 1929 AND 1930* 








Sitver, in Taousanps or Stanparp | Gop, In THOUSANDS oF FINE 
Ounces Ounces 





Imports Net Imports | Imports 





1929: 
January: 
Private. .. 
Government...'......... 
February: 
Preveee........ 
Government...!......... 
March: 
OO 
Government. . . | 
April: 
Private........ , 102. 
Government. . . | 55317. 
May: 
Private........| : 205. 
Government. . 2] 1,514. 
June: 
Private........| ; 578. 
Government. ..|.........| 2,723. 
July: 
Private... .. : 408. 
Government. . . | 1,124. 
August: 
Private........| ’ 181. 
Government 1,564. 
September: 
Peevete....... 757. 
Government... .|... 1,375. 
October: 
Private....... i 377. 
Government. . 1,091. 4,988. 
November: 
a -7| 1,085. 
Government. . . | 6} 2,118. 3,991. 
December: 
Pabvete....... 9} 3,544-9\)_ 5 16 
Government. . 2,312.7) a 


Total, 1929: 
Private. .| 79,753.2| 8,289.1 noe 











Govern- 
ment. . 19 .0|21 ,OO1.2 |-—21,072.2 





Grand total) 79,772.2/29,380.3 | 50©,391.9 | 3,179.3} 2.2 |3,177.1 




















_  *Source: Department of Commercial Intelligence and Statistics, india, (monthly) < accounts relat- 
ing to the trade and navigation of British India. (A discrepancy of 0.1 in some of the summations is 
due to the abbreviation of the items.) 
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TABLE XIV—Continued 








Surver, iv THOUSANDS OF STANDARD Gotp, in THOUSANDS oF Five 
OuncEs Ounces 





Net 


Imports Exports Net Imports | Imports | Exports Imports 





1930: 
January: 

Government 5577". 

February: 


Government 17,587. 


Government 5255 

April: 
Private..... 

Government 8,255 


. 10,750. 
Government »75 


June: 
Private... . 
Government 


© SE Pee rete seaar 


10,436. 


Government 7,775. 


August: 
Private....... 
Government. . . 7,065 

September: 
Private... . 5 215 
Government... 3,652 


5,940.6 


1,655. 


: 
I 
* 
ay 
: 
° 
S 
2 
; 


z¥ 


oy. — 2,069 


Government... 2,162 
November: 
Pesvete........ O°. 
Government. . . 1,623 
December: 
Dns its 21 
Government... 3,804. 


Ba 7S 


1,772 


—1,073 





Total, 1930: 
Private. .|102, 364.8) 5,181. 97,183.3 
Govern- 2,782 

ment. 220.6/25,345.0 |—25,125.0 


_. > FSS 














Grand total] 102,585. 4/30,527.1 72,058.3 2,782. 














end of 1930 they totaled an estimated 96,200,000 fine ounces. 
But the amount of silver coins in the currency reserve has not 
been depleted. Instead of declining from 850,000,000 rupees 
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toward 250,000,000, the stock so held has greatly increased. It was 
I,159,000,000 rupees on September 30, 1930, and 1,148,000,000 
on January 7, 1931. 

One reason for the inflow of rupees into the Treasury is appar- 
ent. The rupee coin contains 165 grains of fine silver.” But, the 
rupee, being at present a gold-exchange currency with a value 
stabilized at around 36 cents, the 165-grains-of-silver rupee now 
(March, 1931) buys more than one ounce, or more than 480 
grains, of fine silver. The advantage to the Indian buyer of silver 
is obvious. The Indian government, since it undertakes to peg 
exchange, suffers the loss. It sells sterling at approximately 1s. 
6d.; the sterling is converted into silver; and the silver is brought 
to India. 

There are other reasons for the return of rupees from circula- 
tion. Poor business conditions, due to poor crops, have led to 
contraction of the currency. Likewise important was the invest- 
ment, in 1929-30, of Indian states’ reserves formerly held in coin. 
Thus, the rupees in the currency reserve pile up and must be sold. 
It is these sales which weaken the silver market and which cast 
a cloud over the future course of the price of silver, for no one can 
tell how long the stream of rupees will continue to pour into the 
Treasury. 

How large is the present circulation of rupees? That is difficult 
to estimate. From 1835 to i923 the sum of 6,475,700,000 rupees 
in whole-rupee coins was issued. But many of these coins have 
been melted or lost. Others have been returned to the Treasury, 
some to be reissued by it.” In 1912 there were possibly 1,820,- 
000,000 rupee coins in circulation, and in 1919, 2,280,000,000." 
How much of this is the minimum necessary for the currency 
needs of the country cannot be stated. Should the use of paper 
money increase, as it very slowly will, the need for silver coins 
will either diminish or fail to grow by the same amount, allow- 
ance being made for the natural growth of demand with a grow- 


# Without allowance for abrasion. 

® See Tables XV and XVI. 

5s G. Findlay Shirras, Journal of the Royal Statistical Society, July 1920, and, by 
the same author, Indian Finance and Banking, p. 462. 
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ing population and increasing trade.“ But, that more silver will 
continue to return from circulation in India seems inevitable. 


TABLE XV 


WHOLE RupeEs COINED AND ISSUED FROM THE 
INDIAN MINTs FROM 1835* 
(In Millions of Rupees) 








Amount t Year Amount t Year 


| 


Year 





IQOI....| I109.1° a 
1902....| 93.1! || 1915.... 
1903....| 102.48 
1904....| 160.3 |] 1917.... 
1905....| 127.5! |] 1918.... 
1906... 8 1919. ... 
1907.... ; 1920.... 108. 
1908. ... ; eee II. 
1909. ... : 1922.... 2 
5980. ... 5 1923.... 4. 
ee ——— 
3982. ... .2™ || Total. ..| 6,475. 
a 


a 


SE 
1840. ... 
sOGe.... 
5076. ... 
1875 
1876... 
1877. 
1878 
s609. ... 
1880. ... 72. 
r881.... 5. 
s68e.... 71. 
1883.... 93. 


$ & 
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Soe 
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* Source: Report of the Controller of the Currency for the Y ear 1929-30 (Calcutta, 1930), pp. 80-81. 

t Coins bearing the stamp of a year earlier than that in which they were coined have been here 
counted under the year in which they were coined. The figures are here abbreviated, accounting for 
any discrepancy in the summation. 

® Includes 590,000 rupees coined for the Bikaner state. 

> On account of Kashmir and Bhopal recoinage. 

On account of Kashmir and Bhopal! recoinage. 

4 Includes 20,902,414 rupees coined for Indian states. 

© Includes 19,043,904 rupees coined for Indian states. 

f Includes 29,886,014 rupees coined for Indian states. 

® Includes 1,166,451 rupees coined for Indian states. 

b Includes 594,221 rupees coined for Indian states. 

' Includes 328,000 rupees coined for Indian states. 

i Includes 390,310 rupees coined for Indian states and 16,700,000 rupees (Calcutta 3,200,000 rupees 
and Bombay 13,500,000 rupees) coined from gold-standard-reserve silver. 

* Includes 94,766 rupees coined for Indian states and 43,300,000 rupees (Calcutta 16,800,000 rupees 
and Bombay 26,500,000 rupees) coined from gold-standard-reserve silver. 

' Includes 101,459 rupees coined for Indian states. 

™ Includes 1,656,250 rupees coined for Indian states. 
® Includes 1,278,441 rupees coined for Indian states. 


% As is shown in the Report of the Controller of the Currency for the Y ear 1929-30, 
p. 81, no rupee coins have been minted in India since 1923. The Director of the 
(United States) Mint, in showing the annual consumption of silver for coinage in 
India (e.g., 1930 report, pp. 205 and 248), refers to coinage of half-rupees and 
quarter-rupees. This has taken place in the face of a return from circulation of whole- 
and half-rupees during every year since 1925. Unfortunately, the currency returns 
for this item do not segregate whole- from half-rupees. See Report of the Controller 
of the Currency for the Year 1929-30, p. 77- 
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D. INDIA’S HOARDED SILVER 
In addition to the silver currency in circulation or in the gov- 
ernment’s currency reserve, the Indian people have large supplies 
TABLE XVI 


ABSORPTION OF RUPEE AND HALF-Rupee Corns 
AND OF NOTES SINCE 1914* 
(In Millions of Rupees) 








Rupee and Half- Notes Total 


Period Rupee Coins 





Average for the 5 
years 1909-10 
to 19%3-14.... 87.7 

‘ — 67.0f 
104.0 
338.1 
278.6 
2 





Average for the 5 

years 1914-15 
to 1918-19.... 

WIG, 6 occ ee ncn es 

1920-21 

IQ2I-22.. 

1922-23. 

1923-24. 

1924-25. 

1925-20 

1926-27 

1927-28. 

1928-29 

1929-30 





8 
9 
8 

6 
6 

_ 
5 

7 

6 
5 
3 
I 


On node O~nuwdododn 
CRU DKS WOH WOO 








Total for the 11 
years 1919-20 
to 1929-30.... 








Average for the 11 
years 1919-20 
to 1929-30. --| — 64.3 | 23.6 








* Source: Report of the Controller of the Currency for the Year 1024-25 (Calcutta), 
P. 35; 1929-30, DP. 77. 

t The Indian fiscal year ends March 31. 

t The minus sign in this table indicates a return from circulation. 
of silver in the form of jewelry, ornaments, or simple hoards of 
coins and bars. These supplies, commonly spoken of as “hoards,” 
are equivalent to the savings deposits and investments in occi- 
dental countries. The amount of silver in India, hoards and all, 
has been variously estimated. One authority recently put it at 
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4,300,000,000 ounces. (In China there are possibly 2,500,000,000 
ounces of silver.) 

The matter of hoarded silver is one frequently referred to by 
proponents of plans to stabilize or improve the price of silver. 
They claim that something should be done to remedy the great 
injustice to the people of India and China, whose vast supply of 
silver depreciates with the market price of that metal. Stating 
that the purchasing power of India and China are directly de- 
pendent upon silver, these persons find ‘“‘the market value of their 
[the Indian people’s] hoardings . . . . diminished.” 

If the value of those silver hoards is dependent upon the price 
of silver, an improvement in the price increases, and a decline 
decreases, their value. But there seems to be something fictitious 
about the losses deplored and the benefits promised, for these 
reasons: 

1. The hoards are not, in fact, broken up and offered for sale; 
instead, most of the silver in them is very unlikely to appear on 
the market again, and, consisting largely of ornaments, is per- 
manently off the market. It therefore does not figure in the price, 
as may, for example, the silver stock of the Indian Treasury. The 
silver hoards not in the form of coin may never be sold. But the 
silver in the Treasury most likely will be sold. 

2. When silver is, of necessity, sold from hoard, as when an 
Indian ryot (peasant) is, in a bad crop year, forced to sell some of 
his wife’s ornaments, it is a fair assumption that the ryot will 
rebuy an equal amount of silver at the earliest opportunity. If 
hoarded silver is in this way sold at a lower price than its original 

8 E. Kann, of Shanghai, as cited in Trade Information Bulletin No. 682, ‘The 
Price of Silver,” p. 5, f. 8. Francis H. Brownell, in a pamphlet, ‘Can India Co-oper- 
ate in an Informal Stabilization of Silver, etc?” p. 2, stated that the silver hoards of 
India had been estimated at from 5,000,000,000 to 8,000,000,000 ounces; the author- 
ity for these estimates is not given. Cf. Trade Information Bulletin No. 457, ‘The 
Bombay Bullion Market,” p. 2, citing G. Findlay Shirras. 

4 E. Kann, in Finance and Commerce (Shanghai), June 25, 1930, p. 6, and April 
8, 1931, P. 7. 

ss While the amount of “‘country” silver appearing on the market has formed as 
much as 80 per cent of the total market supply in times of economic stress, the 
“country” (melted ornaments) silver normally forms but 25 to 30 per cent of the 
offtake in Bombay. 
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cost, i.e., at a loss, it is likely to be replaced at approximately the 
same price, eliminating the loss.” 


VIII. MEXICO AND SILVER 


As the principal producer of new silver, Mexico undeniably 
suffers from a decline in the price of that metal. But the effects 
of such a decline on Mexico are quite different from the effects 
observed in silver-standard China, which is a consumer, not a 
producer, of silver. This seemingly obvious difference is not gen- 
erally recognized; and during the past twelve-months numerous 
writers on the subject have evinced confusion. 

Let us first clear up the status of Mexico’s currency system. 
Mexico is mot on the silver standard. (Nor is any other Latin- 
American country excepting Honduras.) Mexico is nominally on 
the gold standard. The unrestricted exportation of gold is limited 


% Bliss discusses hoarding in Trade Information Bulletin No. 457, pp. 39-45. In 
part, his discussion reads: “Consumption of gold and silver in India for private 
purposes may be divided into three categories—(a) use in the manufacture of wire, 
thread, cloth, etc., composed wholly or in part of the precious metals, and use other- 
wise in the arts in such a manner that the metal passes out of currency and is 
eventually destroyed; (b) use for the manufacture of gold and silver ornaments; 
(c) hoarding in the form of bullion It should be noted in the beginning that 
the use of bullion in the manufacture of ornaments is hardly distinguishable from 
the hoarding of bullion and coin in otherwise manufactured form. Hard times im- 
mediately result in the consignment of gold and silver ornaments to the melting 
pot, and they come on the market again in the form of bullion.” He adds that go 
per cent of India’s private imports of silver bullion are finally converted into orna- 
ments. The remaining 10 per cent “‘is stored away by private bankers, money lend- 
ers, landholders, and other wealthy Indians as a store of value, as a speculation, or 
as a stock of the metal which will later be distributed to consumers who will convert 
it into ornaments. The bulk of it is in the standard silver bars, but at times these 
bars may be cut into sections to meet the requirements of smaller consumers. The 
very small hoarder of silver accumulates silver rupees, and in the past many of the 
wealthier classes did this also. There are stories current of natives coming into 
motor-car salesrooms in the interior and paying for automobiles in piles of silver 
rupees. The tendency at present, however, is 1o hoard gold bars rather than silver, 
in view of the steadily declining world price of the white metal, of which the large 
hoarder is aware. The ryot, of course, still relies on his silver ornaments, and the 
aggregate demand from this source is so great that there has been no decline in the 
consumption of silver, notwithstanding the great increase in gold absorption.” 

The four chief causes of hoarding are hereditary custom, social organization, 
seasonal harvests, and limited banking facilities. 
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to the Bank of Mexico. It has been Mexico’s inability to maintain 
the free exportation of gold, and to keep its silver currency (in- 
ternally as well as externally) redeemable in gold, that accounts 
for the decline of Mexican exchange and for the internal disparity 
between the silver and the gold currency. This situation is con- 
nected with the balance of payments, and the value of Mexico’s 
silver exports are a factor in that balance of payments. 

Let us consider Mexican exchange. The depreciation of the 
Mexican gold peso (par value $0.4985) during 1929 and 1930 was 
at its worst in December, 1930. Taking the monthly averages,” 
the gold peso stood at $0.4837 in January, 1929; $0.4801 in De- 


TABLE XVII 








Mexican Gold | “Official” Price 

Month | Peso of Silver 
| 
| 


January, 1929... $o. 4837 $0.573 
December, 1930... .. ©.4555 ©. 326 
Net decline, per cent. . | 5.8+ 42.8+ 











cember, 1929; and a year later was down to $0.4555. Since then 
it has recovered, and on March 20, 1931, it stood at $0.4718. 
Now it is very obvious that, at its worst, the 1929-30 decline in 
the exchange value of the gold peso shows no correlation with the 
price of silver. 

As to the depreciation of the Mexican silver peso compared to 
the Mexican gold peso, this condition has been present for several 
years. In 1928 and 1929 it averaged around 3.6 per cent. The 
discount is a reflection of the inability of the Mexican authorities 
to maintain the full redeemability of the silver money in gold. 
While the lower price of silver may be reflected in the attitude of 
the public toward the Mexican silver pesos, it is difficult to prove 
such a connection. The internal purchasing power of the Mexican 
silver peso, as against the gold peso, declined, from an average 
discount of 3.6 per cent in 1928 and 1929 to about 20 per cent in 

8? Federal Reserve Bulletin, January 1931, p. 34. 

8 The recovery is due to the securing of an American bank loan of 30,000,000 


pesos in December, 1930, plus the securing of other funds, bringing the total avail- 
able for exchange stabilization purposes to 45,000,000 pesos. 
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December, 1930. Since the obtaining of funds and the setting-up 
of a commission for exchange stabilization was announced in 
December, the discount of the silver peso had decreased, standing 
at about 11 per cent, when the Exchange Regulating Commission 
began operations in the early part of February, 1931. A favorable 
influence on the value of the silver peso was the arrangement of 
the Mexican government with the International Committee of 
Bankers, signed in January, 1931. By this arrangement, the com- 
mittee, for a maximum period of two years, accepts debt service 
payments in Mexican silver pesos.” Moreover, it appears from 
the terms of the agreement that the silver paid over to the credit 
of the Committee in Mexico is to be immobilized, thereby tem- 
porarily removing a certain amount of silver pesos from circula- 
tion. 

As to the position of silver in Mexico’s balance of payments, 
adequate estimates of the invisible items are not available. The 
visible exports, according to Mexican statistics, show silver as 
15.9 per cent of the total in 1929, the most important export 
commodity." For the five-year period 1925-29, the average per- 


centage was 17.1% The 1930 figures are not yet available. It 
stands to reason that, with the decline in the price of silver, Mexi- 
co’s income from silver exports will be shown to have declined 


8° During the decline of exchange and of the internal value of the Mexican silver 
peso, the Mexican government had already taken several measures designed to 
ameliorate the situation. Mining companies were obliged to reimport gold to the 
equivalent of the gold content of exported ores. Import duties on various articles 
were increased to reduce the demand for foreign exchange. To cut down the discount 
on silver pesos, 10,000,000 pesos of silver coins were withdrawn from circulation, 
importation of silver coins, including Mexican coins, was prohibited, and banks were 
required to increase the silver portion of their reserves from 33 per cent to 50 per 
cent. 

® According to Commerce Yearbook, the percentage in 1928 was 22.1 per cent. 

* An invisible export, tourist expenditures, estimated at (to the United States, 
alone) $46,000,000, rivals silver as an export item, now that the price of silver has 
declined. For 1930, Mexico’s silver exports are estimated to have reached only 
$40,000,000. See Commerce Reports, February 16, 1931, p. 413- 

® The following figures were supplied by the Division of Regional Information, 
Bureau of Foreign and Domestic Commerce, based on the Mexican valuation: 
Mexico’s silver exports compared to total exports, in per cent: 1925, 18.4; 1926, 17.7; 
1927, 18.6; 1928, 15.0; 1929, 15.9. 
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in 1930, apart from the slight decrease in output from 108,700,000 
fine ounces to 105,700,000. In the first two months of 1930 Mexi- 
co’s production of silver is believed to have declined further. But 
restriction of production with the decline in price has been inter- 
fered with by the government, which requires mining companies 
to seek its permission before laying off miners. 

From the foregoing it is seen that silver occupies a very im- 
portant place in the export trade of Mexico. Illustrative, how- 
ever, of the importance of Mexico’s silver mines to American in- 
vestors is the analysis in Table XVIII of the Mexican silver pro- 
duction in 1925, by nationality of the producing companies.® 


TABLE XVIII 
Produced by— Percentage of Output 
American-owned mines. 
British-owned mines. . 
Spanish-owned mines................ 
Mexican-owned mines 
Others 


APPENDIX: A NOTE ON SILVER QUOTATIONS 


London and New York silver quotations.—Since silver is a world-com- 
modity, we speak of “the price of silver,”’ not “silver prices.” ‘“The price of 
silver” may mean the New York price or the London price, the “official” 
price in New York, or the “market” price. These different quotations re- 
quire some explanation. 

London being the oldest and largest silver market, the London price is 
considered the basic price. Unlike New York, the London silver market 
deals in spot (“prompt”) silver and future silver. Spot silver is sold for 
delivery within seven days; future, for delivery within sixty days. No days 
of grace are allowed. Delivery may be made at any time within the periods 
mentioned, at the option of the seller. Whether spot silver sells below or 
above future silver at any given time depends upon the market situation, 
the trend of the price, and stocks on hand. Business in London is also done 
in “options” of two months or more, based on the price of future silver. 

The London price is fixed once a day by four bullion firms which have for 
many years constituted the market. Representatives of these four firms 
meet at about 2:00 P.M. on week days and at about 11:00 A.M. on Saturdays. 


* From a report by Acting Commercial Attaché George Wythe, Mexico City, 
October 17, 1927. 
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All orders to sell or buy are placed with these brokers. They compare the 
orders, and the price is then fixed where it will move the greatest amount of 
“at market” orders. In short, the price is determined according to demand 
and supply. This is called “fixing” the price. As presumably the only inter- 
est of the brokers is the one-eighth of 1 per cent commission they make on 
purchases (there is no commission for selling silver), they have no interest 
in fixing the price at any but its economic level. Once determined, the price 
is immediately cabled to the banking centers of the world. Orders received 
in London later in the day may be executed at a higher or lower price than 
that announced, or they may not be executed until the following day. In other 
words, not all the business is cleared at the “fixing.’”” London may try to do 
business in New York later in the day at better than the market price. 

Due to the difference in time, New York is able to do business with Lon- 
don in the morning and with San Francisco in the afternoon. The silver 
price cabled from London is the basis of the New York price, which is an- 
nounced daily at about 11:00 A.M. or later, by Handy and Harman, New 
York bullion dealers and brokers. The New York price generally moves in 
sympathy with the trend of the London price. It is normally lower than the 
London price by the amount representing the cost of shipping silver from New 
York to London (freight, insurance, interest, etc.), but the difference varies. 
At times the London price may change only after the New York price has 
changed. Moreover, the spread between the two is not invariable. 

There is no organized exchange in New York dealing in silver, spot or 
future.s The producers, smelters, banks and others selling or purchasing 
silver generally make use of the services of three or four brokerage firms. 
Of the latter, the principal one is also a dealer in silver, and caters to the 
silverware trade as well as the world silver market. In the New York mar- 
ket silver is sold either for spot or for forward delivery, up to six months. 
Delivery is made, seller’s option, during a specified half-month or month. 
But producers prefer to sell for spot delivery. The price announced each 
day by Handy and Harman is known as the “official’”’ price. It is usually 
from 5 to } cent® below the actual market price, being based on the best 


% As stated in Trade Information Bulletin No. 682, p. 20: “As between brokers 
that commission is divided, one broker selling to another at one-sixteenth of 1 per 
cent and buying at one-sixteenth of 1 per cent. In other words, the bulk of the day’s 
sales and purchases may be merely book transactions, only a fraction of the total 
consisting of transactions between the four brokers. The cost of a two months’ op- 
tion to call or put silver is generally about 2 per cent of the price plus a brokerage of 
one-eighth of 1 per cent of the price. During the war, for a period of four years and 
nine months ending May 9, 1910, the sale of future silver was suspended.” 

‘s A proposal was recently made to initiate trading in silver, including futures, on 
the National Metal Exchange, New York. See New York Journal of Commerce, 
March 6, 1931, p. 2. As this article goes to press, it is reported that the National 
Metal Exchange will initiate trading in silver about June 15, 1931. 

In the past it has varied as much as six cents. 
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bids obtainable in the forenoon for nearby delivery of spot silver in round 
amounts of usually 50,000 or 100,000 troy ounces, 0.999 fine. The “‘official”’ 
price is used by smelters and mining companies as the basis of payment by 
the former to the latter for the silver content of ores delivered by the former. 
As the ore sometimes takes several months to go through the process of 
smelting and refining, settlement for the silver is not delayed but is made on 
the basis of the “‘official’’ price prevailing at the time the ore was delivered.” 
The smelter immediately covers himself (hedges) by selling for spot or for- 
ward delivery an amount of silver equivalent to his purchase from the min- 
ing company. 

Silver transactions in New York, practically all spot, are made upon an 
adjustment of the bid and asked prices. No “average price’’ is published. 
The Mint Bureau, however, makes a record of the bid and asked prices once 
a day and averages these once a month. The results are published in the 
annual reports of that bureau.® 

London and New York silver prices compared.—Since most of the world’s 
silver is produced outside the British Empire, it is easy to understand why 
the London quotation for silver normally stands higher than the equivalent 
quotation in New York. Theoretically, as mentioned above, the difference 
between the price of silver in London and in New York on any given day may 
be assumed to represent the cost of moving silver from the New York seller to 
the buyer in London, items of cost being freight, insurance, and interest. 
Examination of the day-to-day price of silver in London and New York, 
however, does not reveal a constant relationship such as is indicated above, 
even after allowing for changes in those items of cost. The United States 
equivalent of the London price is sometimes higher, and at other times ac- 
tually lower, than the corresponding New York price. This has at times been 
true, not only of occasional daily prices, but of some monthly averages and 
certain annual averages, for example, in 1912 and 1913. 

Factors which tend to alter the “normal’’ relationship of the London to 
the New York price are: the stock of silver on hand in London; the avail- 
ability of shipping to effect quick delivery to the buyer from London, as 
against delivery from New York or San Francisco; and such causes as inter- 
ference with the free movement of silver in time of war. 

% E.g., the ore delivered is assayed, payment for the silver content being made on 
the basis of the average official price during the seven days preceding and the seven 
days succeeding the day the ore was delivered. There is no fixed practice covering 
all transactions. 

® The Annual Report of the Director of the Mint also shows the highest, lowest, 
and average quotation in London by months, and years. For detailed information 
on the operation of the silver market in New York, see Eduard Kann, The Currencies 
of China, chap. i. Monthly averages of the official price of silver in New York and 
London are reported in the Yearbook of the American Bureau of Metal Statistics 
(1920 and 1929) for the period 1911-29. For 1930, these data are available in Engi- 
neering and Mining Journal, March 9, 1931, p. 240. 
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Due to the fact that silver is quoted somewhat differently in New York 
and in London, precise comparison is difficult. If we take from the annual 
report of the Director of the Mint (United States) the average price of silver 
in London, computed as the mean between the monthly high and low, we can 
convert this price into United States currency at the current rate of exchange 
and get its approximate equivalent. This we can then compare with the 
mean average of the New York bid and asked prices, quotations for which 
have been kept on file in the Bureau of the Mint, Washington, for a great 
many years. The comparison yields the results shown in Table XIX for 
selected pre-war and post-war years. 


TABLE XIX 


“UniTeED STATES EQUIVALENT OF AVERAGE PRICE OF SILVER IN LONDON, PER 
Five Ounce,”’* CoMPARED WITH ““MEAN AVERAGE OF Bip AND ASKED 
Prices In New York, PER Fine Ounce”’t 
(In Cents) 








Excess: London over Excess: London over 
New York Price (+) New York Price (+) 
or New York over or New York over 
London Price (—) London Price (—) 





1910 ; +0. 104 +0. 389 
IQII ; xis +0. 206 +0. 342 
1Q12 , - —0.070 , +0. 363 
1913 vi —0.104 +0.111 
i : : ; “ny ; +0.121 
1923 el +0.538 ; +0.223 
1924 . +0. 469 

















* Average of high and low, computed by months. 


t The table below contains the data from which Table XIX was compiled: 
Tue Price or SILveR, 1910-30 
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Wide participation in markets—Both the London and New York silver 
markets are participated in by buyers and sellers in all parts of the world. 
Chinese speculators and banks may be in the market as sellers or buyers, or 
they may simultaneously be sellers in London and buyers in New York. 
Again, the Indian government may be selling silver in London at the same 
time as the Indian bazaars may be buying. Producers in Peru, South Africa, 
Australia, or elsewhere are sellers, with mints the world over as occasional 
buyers. Thus, the market is very wide.” While figures are not available, it 
is known that the amount of activity in the silver market in London or New 
York varies considerably from time to time, depending somewhat on the 
stability or instability of the price.” 

In the United States considerable silver is refined for foreign account. 
The mining companies are accustomed to sell as fast as they produce, and 


According to the Engincering and Mining Journal of May 11, 1931, the price of silver in recent 
months has been as follows: 








New York— London—“Spot” 
“Official” Price Silver (Price per 
(Cents per Fine Standard Ounce 

Ounce) 0.925 Fine) 





1930: 
January 45 .000 20.806 
February . 43- 20.008 
March. 41.654 19.298 
April... .. 42.428 10.554 
 “eaaee 40.736 18.850 
/ ae 34.505 16.049 
july... 34.340 15.928 
August 35-192 16.283 
September 36.315 16.738 
October 35 .846 16.563 
November. . 35 .908 16.625 
December . 32.635 15.201 


1930 Average. ... 38.154 17 .666 


1931: 
ew i 29.423 13.810 
‘ebruary . 26.773 12.432 
March. .. 29.192 13.524 
April. ... 28.279 13.120 











Indicative of this is the following comment of Samuel Montagu and Company 
(London) selected at random from one of their weekly bullion letters (that of Febru- 
ary 25, 1931): ‘“The advocacy in some quarters of the institution of a conference to 
consider the position of silver, possibly caused the appreciation in the Shanghai ex- 
change; purchases by China followed and, as a consequence, prices were raised to 
12.3/4d. for cash and 12.5/8d. for two months’ delivery by the 23rd instant. There 
has, however, since been a reaction, prices for the respective deliveries being quoted 
today at 12.3/8d. and 12.1/4d. 

“There have been fresh forward sales by the Indian bazaars, who still seemed in- 
clined to take a bearish view, acting on the feeling in that quarter that the duty on 
silver imported into India may possibly be increased in the forthcoming budget. 

“America has bought and sold, but only to a very moderate extent.” 

» According to the New York Journal of Commerce, the article cited, ‘on some 
days scarcely an ounce is sold [in New York].” 
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do not hold silver as a speculation. Silver sold by American producers ordi- 
narily goes through the New York market, whether sold to London or the 
Far East. This is not invariably the case, however, as sometimes silver is 
shipped direct to London or the Far East for sale.” 

As mentioned elsewhere, American silver exports, formerly, almost en- 
tirely (physically) passed through London. Since 1917 they go almost en- 
tirely to the Far East directly, while our shipments to London have all but 
disappeared.” From this it does not follow that orders do not come through 
London covering shipment direct from the United States to the Far East. 

Bombay quotations and market statistics —In Bombay, bar silver of stand- 
ard fineness 0.925, ready and forward, is quoted in rupees and annas per 100 
tolas.3 In addition to imported bar silver, “country bar silver” is dealt in on 
the Bombay Bullion Exchange. This silver is the returned silver arriving 
from up-country and obtained through the melting of ornaments and 
jewelry. It appears on the market in s500-tola bars about 0.995 fine and 
bearing the stamp of the Bombay Mint. Such “country” silver is not “good 
delivery” and, while it usually fluctuates in price with imported silver, it is 
generally quoted at a discount. 

Other sizes and types of bars and coin are dealt in on the Bombay market 
and a quotation can always be obtained, whether the bullion in question is 
“good delivery” on the exchange, or not.’ 

The “highest” and “lowest” price for country bar silver each month of the 
year appears in the reports of the controller of the currency published in 
Calcutta, and elsewhere. 

In Bombay dealings, silver bars are considered as 2,800 tolas, which is 
about the average weight of silver bars received in Bombay from abroad. 
According to Bliss: 

The tolerated minimum and maximum weights and other specifications of silver 
bars as laid down by the Bullion Exchange are as follows: ‘‘Silver imported from 
England, America, Germany, Japan, China, and Australia of 0.996 to 0.999 fineness 
will be accepted in the settlement. Silver bars less than 800 ounces in weight will not 


™ Wall Street Journal, March 14, 1931. 


” The 1930 report of the Director of the Mint shows, on p. 113, the following 
figures covering exports from the United States (in millions of dollars): 











Country 1900 | 1913 1929 


United.Kingdom. . 51.9 41.3 0.08 
See ‘ r 12.7 60.15 


All other countries. 7.8 2.55 





0 eee = 58.3 61.8 62.79 











3 The rupee is divided into 16 annas. The tola is the equivalent of 180 grains 
troy, that being the gross weight of the rupee coin. 
™% See Trade Information Bulletin No. 457, “The Bombay Bullion Market,” pp. 


20-21. 
%8 See Trade Information Bulletin No. 457, pp. 22-23. 
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be accepted, and in case the weight is more than 1,200 ounces, the rate for the over- 
weight will be the rate at the time of delivery.” It will be noted that this definitely 
limits the size of silver bars which may be delivered at the settlement, and also ex- 
cludes from being good delivery the “country” silver which represents remelted 
ornaments, ‘‘Country” silver is traded in on the market extensively, but not through 


the Bullion Exchange. 
TABLE XX 


EsTIMATED Imports, OFFTAKE, AND STOCK OF Bar SiLverR, BomsBay, 


1926-28, INCLUSIVE* 
(In Hundreds of Bars of about 2,800 Tolast Each) 
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* Source: Annual market reviews of Premchand, Roychand and Sons, Bombay, t926-28. 

t One tola = 180 grains = } ounce. 

t In millions of fine ounces; the import figures cover all of British India. 

§ Offtake figures represent rail shipments from Bombay to the interior, plus 25 per cent to allow 
for offtake not therein included. 


Shanghai quotations.—Chinese currency being based on silver, the sale of 
silver bullion in China is merely the sale of one form of silver against another. 
Changes in the gold value of silver are in China reflected in the gold market, 
particularly the quotations of the Shanghai Gold Stock Exchange, and in the 
foreign exchange quotations of the banks.” 

H. M. BRATTER 


WasarnctTon, D.C. 


% For a description of the Chinese gold market see Eduard Kann, The Currencies 
of China, sec. 2. Quotations and a description of the activities of the Shanghai gold 
market appear each week in the Chinese Economic Bulletin. For a description of the 
shipment of American silver to China and its treatment after arrival, see Mining and 
Metallurgy, November 1928, p. 486, ““The Commercial Movement of Silver,” by 
H. C. Simpson. 





THE CANADIAN NATIONAL RAILWAY VERSUS 
THE CANADIAN PACIFIC: A 
COMPARATIVE STUDY' 


N RECENT years Canada has undertaken an experiment 
in the government ownership of railways of a nature which 
commands the interest of students of railway and public- 

utility economics. In this paper it is proposed to analyze the 
success of Canada’s venture in the field of business. From the 
standpoint of future development and administration of her rail- 
roads, she is in a particularly enviable position. The ownership 
and operation of practically 87 per cent of the railway lines of the 
country are in the hands of only two systems. They are the gov- 
ernment-owned Canadian National system and the privately 
owned Canadian Pacific. The Canadian Pacific has earned for 
itself a well-deserved reputation for efficient operation and good 
service. Throughout its history it has paid liberal dividends on 
its capital stock. With its ocean liners and its coastal vessels, and 
its twenty thousand miles of railway, it claims, not without just- 
ice, to be one of the great transportation systems of the world. 
Similarly, the present administration of the Canadian National 
has gained the confidence of the Canadian people and their na- 
tional government. Under very difficult conditions it has 
rendered an efficient and progressive railroad service. Thus the 
railroad situation in Canada presents the interesting spectacle of 
two systems, representing widely different principles of owner- 
ship, paralleling each other from coast to coast, and operating in 
active competition for traffic at all the important centers of busi- 
ness. It is a competitive rivalry which has proved to be both fair 
* All statistics used in this paper are taken from the annual reports of the com- 
panies and checked when possible with the statistics prepared annually by the 
Dominion Bureau of Statistics, Statistics of Steam Railways of Canada. The task 
of keeping the statistics for the Canadian National uniform and comparable is ren- 
dered difficult, owing to the inclusions of the Central Vermont Railway in the Cana- 
dian National statistics for 1926, and subsequent exclusion, and owing to the segre- 


gation of the eastern lines from the remainder of the system since 1927 as explained 
below, Table V, Note f. 
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and stimulating to each railroad, with attendant simplification 
of the problems of railroad regulation. 

The Canadian National is the larger system of the two, operat- 
ing 22,904 miles of line.’ It is a consolidation of the once privately 
owned Canadian Northern, Grand Trunk Pacific, and Grand 
Trunk railways, together with the government system, consist- 
ing of the Intercolonial and the National Transcontinental rail- 
ways. The first step toward nationalization of railways on a large 
scale in Canada was taken in 1917, when the Dominion govern- 
ment found it necessary to take over the Canadian Northern to 
save it from bankruptcy. The Grand Trunk Pacific was taken 
over shortly afterward, and in 1922 the old Grand Trunk Railway 
was combined with these properties to round out the government 
lines already owned. With the acquisition of the Grand Trunk, 
the various properties were consolidated and unified to form the 
present Canadian National Railway Company. Since its organ- 
ization in January, 1923, its destinies have been guided by Sir 
Henry Thornton, under whose able leadership the difficult task 
of unification and co-ordination has proceeded with remarkably 
good results. 

After the acquisition of the Grand Trunk lines, the Canadian 
National system became a real competitor of the Canadian 
Pacific. The transcontinental lines of both systems begin in the 
maritime provinces of the east and tap all of the important cen- 
ters in Eastern Canada. They traverse the Canadian prairies 
within a few hundred miles of each other, and are in active com- 
petition at practically every important center of trade. The Ca- 
nadian Pacific crosses the Rockies at Stephen, Alberta, at an 
elevation of 5,332 feet; the Canadian National, a few hundred 
miles farther north through the Yellowhead Pass, at an elevation 
of 3,706 feet. The western terminus of the Canadian Pacific is at 
Vancouver, while the Canadian National has termini both at 
Vancouver and at Prince Rupert. 

In many other respects the two systems meet on common 
ground. It has been the custom in Canada for railway companies 
to provide services which are furnished by independent com- 
panies in the United States. Both the Canadian Pacific and the 


* Annual Report of the Canadian National Railway System (1929). 
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Canadian National own and operate steamship lines, hotels, 
express companies, telegraph systems, and sleeping cars. Both 
own or control an extensive mileage in the United States. In ad- 
dition they operate, throughout their lines, under practically 
identical rate structures. 

There are some important differences between the two systems, 
however, which require careful consideration. Of these, the most 
significant has to do with traffic-density. The Canadian Pacific 
was the first Canadian transcontinental, and it was natural that 
the development of the prairie country should go hand in hand 
with the spreading-out of that system. A great many of the lines 
which now comprise the Canadian National were built years later 
through comparatively undeveloped territory. This was the case 
with the Grand Trunk Pacific and even more so with its eastern 
extension, the National Transcontinental, as well as with great 
stretches of the Canadian Northern. In normal times the terri- 
tory contiguous to these lines would have had a rapid develop- 
ment similar to the early growth of the country on either side of 
the Canadian Pacific years before. Indeed, with a return to nor- 
mal economic conditions in Canada and throughout Europe, the 
country through which the lines of the National system pass will 
undergo a development that will ultimately tax its capacity. In 
the meantime the inclusion of these light traffic lines in the Cana- 
dian National system places it at a disadvantage when compared 
with the Canadian Pacific. Until the National system attains a 
fuller utilization of its plant, it must fall short of the showing of 
net earnings that the Canadian Pacific enjoys. 

In addition, it is important to remember that the Canadian 
Pacific constitutes a network of lines complementary to one an- 
other and to the entire system, whereas the Canadian National 
operates many lines that were built to compete with one another. 
The necessity of maintaining these duplicate main lines has been 
a great handicap. Moreover, the routes of certain parts of the 
Canadian National, such as the Intercolonial, were determined 
largely by political circumstances, to the detriment of economi- 
cal operation.’ This situation of low traffic-density, with the gen- 


3 As a result the Intercolonial, with its roundabout route from Halifax to Mont- 
real, rarely in its history since 1876 did better than meet its operating expenses. 
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eral demand by all communities for service, seriously affects the 
operating results of the Canadian National system. 
The comparative freight and passenger traffic-densities for the 
two railways systems are shown in Tables I and II. The figures 
TABLE I* 


REVENUE TON-MILES OF FREIGHT PER MILE OF ROAD, 1922-29 








_— Canadian Index No. Canadian Index No. 
National 1922 = 100 Pacific 1922 = 100 





1923 850,552 113 1,087,711 112 
1924. 774,372 103 930, 564 95 
1925 818,150 108 955,333 98 
1920 873,063 116 998 , 520 102 
19277 879,324 117 1,031,204 106 
1928) | 1,013,939 134 1,263,539 129 
19291. . | 856, 263 113 1,000,129 102 

u 


1922 : ~~ : 755,146 100 976,479 100 














* From the annual reports of the companies. 

t Includes eastern lines. These three figures were computed from the statistics given in the annual 
reports of the company. This was necessitated by the fact that the eastern lines have been segregated 
= e remainder of the system, for accounting and statistical purposes (see footnote accompanying 
Table V). 


TABLE II* 


PASSENGERS CARRIED CNE MILE, PER MILE oF Roap, 1922-29 








Canadian 


National 


Index No. Canadian Index No. 


Year 1922 = 100 Pacific 1922 = 100 





1922... eo 
1923 ; 66,350 112 IOI, 790 107 
106 91,454 96 
106 91,384 96 
1926. 65,535 III go, 488 95 
19271 7 66,827 IT3 90, 245 95 
1928t 67,974 115 92, 266 97 
19290 .| 61,920 | 105 82,426 86 


1924 62,761 
1925 62,908 


59,156 100 95,485 100 
| 
| 











* From the annual reports of the companies. 

t Includes eastern lines but excludes Central Vermont Railway. 
account in a substantial degree for the relatively greater earning- 
power of the Canadian Pacific, and for its lower operating ratio. 
It will be noted, however, that the Canadian National has pro- 
gressed year by year and has succeeded in narrowing considerably 
the margin of difference in both freight and passenger traffic- 
densities.‘ 


4 The period 1922-29 has been chosen for analysis, since the close of the year 1922 
marked not only the beginning of the Thornton administration but also the first real 
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Almost every index of railway operations on both the Canadian 
National and the Canadian Pacific reveal substantial progress and 
achievement for the eight-year period beginning January 1, 1922. 
Table III indicates the great expansion of freight business and 


TABLE III* 


REVENUE TON-MILES OF FREIGHT, 1922-29 








Index No. 
1922 =100 


. san Nati Index No. — = 
Canadian National 3982 = 100 Canadian Pacific 





; 16,432, 788,000 100 6|_=—s«12, 785, 232,000 100 
1923 18, 546,404,000 113 14,274,462,000 | 112 
1924 , | 16,932,406,000 103 12,428,147,000 | 97 
1925 ‘ .| 18,026, 790,000 110 13,067,431,000 | 102 
1926. . .| 19,812,954,000 121 13, 842,581,000 108 
19277. -| 19,464,850,000 118 14,514, 230,000 114 
1928t . .| 22,587,503,000 | 137 18,059, 514,000 | 141 
1920 . .| 19,375,522,000 118 14, 565,276,000 |} 114 








* From the annual reports of the companies. 
t Includes eastern lines. 


shows that the government system has fully maintained its pro- 
portion of the traffic, in rivalry with its efficient competitor.‘ 


unification of the government properties into a comprehensive system. The annual 
reports of the Canadian National system are admirably complete and informative, 
and in keeping with sound corporate practice. Very complete operating and financial 
statistics are shown, following the accounting rules and classifications that are en- 
forced in the United States by the Interstate Commerce Commission. 

’ The distribution of revenues between freight and passenger traffic is very much 
the same for both railroads; e.g., for the year 1928 the ratios of freight and passenger 
revenues to total operating revenues were as follows: 


CANADIAN CANADIAN 
Tyre or Service NATIONAL Paciric 
RAILWAYS RaAILway 


Per Cent Per Cent 
Freight . ; 73-4 74.7 
Passenger : 12.8 15.5 
Miscellaneous (sleeping car, express, mail, etc.). . 13.8 9.8 


The accompanying tables illustrate the freight-traffic characteristics of the two 
systems. The most striking dissimilarity in the traffic is the greater relative impor- 
tance of wheat for the Canadian Pacific and minerals for the Canadian National. 
Apart from this factor and that of the greater density for the Canadian Pacific, the 
two railroads have remarkably similar traffic characteristics. 


[Footnote continued on page 374.] 
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Passenger traffic in Canada has been subjected to the same de- 
pressing influences in recent years as in the United States, al- 
though to a minor degree. As a result, taking the average of the 
last three years, the index of passenger business, that is, the 
number of passengers carried one mile during the year, has re- 
mained almost stationary for the Canadian Pacific, although it 
shows a 14 per cent increase for the Canadian National. 


TABLE Iv* 


PASSENGERS CARRIED ONE MILE, 1922-29 








Index No. Canadian Pacific Index No. 


Canadian National sees = 200 5982 = 100 





Wg cases 1, 287, 308,000 100 1, 250,197,000 100 
1923 1,440,779,000 112 | 1,335,834,000 107 
1924. -| 1,372,335,000 107 I, 221,419,000 98 
1925. ++] 1,379,977,000 107 1, 249,986,000 100 
1926. . ..:| 1,477,756,000 115 I, 254,450,000 100 
1927T : ....| 1,483,084,000 115 I, 270,090,000 102 
19287. =e ..| 1,514, 260,000 118 1,318, 741,000 105 
1920f. ‘sevevcel B60, 500,000 109 I, 200,405,000 97 

















* From the annual reports of the companies. 
t Includes eastern lines. 


The best exhibit of progress in Canadian railway operations 
and particularly in the operations of the government system is 
found in Tables V and VI, which show the trend of railway reve- 
nues and expenses for the Canadian National and the Canadian 
Pacific. 

The improvement in the operating results of the Canadian 
National is impressive. The results for the year 1928 show that 
the Canadian National revenues have increased greatly since 
1922, with but a slight advance in operating expenses. This is re- 


CHARACTER OF TRAFFIC PERCENTAGE DISTRIBUTION IN 1926 
Canadian Pacific Canadian National 

Per Cent Per Cent 

Manufactures, etc.............. 25 Manufactures, etc 26.7 
Forest products... .. Pesest peeterts............-. M4 
Minerals Minerals 34-4 
Animals. ... Ani . , ine Se 
Other products of agriculture... . . Other products of agriculture.. 10.2 
Wheat... se 


100.9 
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flected in the operating ratio which has declined steadily year by 
year from 98.77 per cent in 1922 to 81.98 per cent in 1928. Traffic 
fell off decidedly in 1929 with slightly adverse results on both 


TABLE V* 


COMPARATIVE REVENUE AND EXPENSE FIGURES OF THE CANADIAN 
NATIONAL RaILway SYSTEM, 1922-29 








Optg. 
Revenue per 
Mile 


Year Ended 
Dec. 31 


Miles 
Operated 


Railway Optg. 


Revenue 


Railway Optg. 
Expenses 


Optg. Ratio 
per Cent 





1922 
1923 
1924... 
1925... 
1926f . 


1927} 


1928 


1929f.... 


21,761 
21,805 
21,866 
21,936 
22,549 
19,085 
22,192 
S19, 169 
(22,277 
J19,464 
| 22,628 


$234 ,059,025 
253,135,488 
235,588,183 
244,971, 203 
275,570,310 
248,716,374 
274,879,119 
276,631,921 
304,591, 269 
259,898,973 
290, 496 , 980 


$231,172,313 
232, 704,838 
218,343,931 
212,706, 788 
227,345, 280 
203,315,684 
233,305, 207 
218, 248,344 
249,731,095 
214,816,892 
248 ,632,275 


gi 
g2 


82 
81 


81 


98. 
.Q2 
.68 
86. 


77 


83 


.50 
75 
84. 
78. 
.98 

52.66 
8s. 


87 
89 


88 


$10,756 
11,609 
10,774 
11,167 
12,221 
13,032 
12,386 
14,431 
13,073 
13,352 
12,838 























* From the annual reports of the company. 

t Includes Central Vermont Railway. 

t The top lines of figures for 1927, 1928, and 1929 are for the system lines, with the eastern lines 
and the Central Vermont excluded. The lower lines include the eastern lines, but not Central Vermont. 
Since 1927 the accounts of the Canadian National lines in the eastern maritime provinces have been 
separated from the accounts of the system proper. Tes from the passage of the Maritime 
Freight Rates Act which any: for a 20 per cent reduction in existing freight rates over —_ Canadian 
National lines east and south of bec City. In view of the am route of the railway lines i > 
volved in this rate cut, it was expected that r deficits than in the past would result—hence the 
vision for the segregation of the accounts and reimbursement by the national government for te eee 
incurred on the eastern lines. The Act furt! that other railways (e.g., the C. 
owning or operating lines in the “‘select”’ comnen may meet these rate reductions and ee tee > 
Parliament be the amount of the difference +o the tolls so reduced and the norma! tolls. This pro- 
vision tends to c te the view that the C government, even though it is in the railway 
business, can be trusted to protect the rights of the private railroads in Canada. 

For the period since 1927 the annual reports of the Canadian National show epemtaly the en 
of the system (excluding the eastern lines), the earnings of the eastern lines under reduced rates, and 
the amount of the government contribution under the Maritime Freight Rates Act. The Canadian 
Pacific makes no reference in its annual reports to the amount or reimbursement it receives from Parlia- 
ment. It is probable that the amounts received, if any, are included in their railway operating revenues. 


railways. Taking the period from 1922 to 1928, when traffic 
reached its highest levels, it will be seen that the Canadian Na- 
tional has succeeded in reducing its operating ratio from 98.77 
to 81.98 per cent, as compared with a drop from 77.61 to 74.49 per 
cent for the Canadian Pacific.* Tables V and VI show the effect 
which this has had on the index of net operating revenues per 
mile of line, an improvement from $133 in 1922 to $2,463 in 1928, 


* These figures are comparable since they exclude taxes in each case, and apply 
to the same properties for the years compared. 
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compared with $2,682 and $3,488 for the Canadian Pacific, In 
part this greatly improved showing on the Canadian National 
reflects a diminishing cost per unit of traffic, resulting from an in- 
creased volume of business. Analysis shows, in addition, that it is 
due in a substantial degree to savings effected by co-ordina- 
tion and unification, and to more efficient administration each 
year. This will be demonstrated in the following pages. 


TABLE VI* 


COMPARATIVE REVENUE AND EXPENSE FIGURES OF THE 
CANADIAN PaciFic RAILWAY, 1922-29 








Net Optg. 
Revenue 
per Mile 


Optg. 
Rev. per 
Mile 


Railway Optg. 
xpenses 
(Incl. Taxes) 


Optg. Ratio 


Railway Optg. 
per Cent 


Revenue 


Miles 
Operated 


Year Ended 


Dec. 31 





1922 13, 536/$186 ,675 ,035/$150, 373,344| 80.55t| 77.61t/$13, 791/$2, 682 


1923 
1924 
1925 
1926 


13,658 
14,002 
14,105 
14,409 


195,837,089 
182,502,156 
183,356,006 
198,025,592 


158,358,079 
145,274,914 
143, 201, 230 
153,080, 405 


80. 


79. 
78. 


77 
80 


gl 
29 


57 


41 


14,339 
12,978 
12,044 
13,743 


2,744 
2,647 
2,835 
3,119 
2,711 





87 


-79 
00 


13,801 
15,453 
13,783 


161,630, 180 
177,344,845 
166,586,412 


201,145,752 
229,039, 297 
209 , 730,955 


14,575 
14,822 


15,217 


1927 
1928 . 
1929 ‘ 


3,488 
2,835 


77. 
79. 





55 
86 
60 
10 
30 
36 
43 
43 





























| 





* From the annual reports of the company. 
t Figures in this column include taxes. 
t Figures in this column exclude taxes, making the ratio comparable with the Canadian National. 


The large decline in the operating ratio of the Canadian 
National raises the question whether this result may have been 
achieved by skimping on maintenance charges. Further study 
shows this not to to be the case, for despite a lower traffic-density 
on the Canadian National than on the Canadian Pacific, its ex- 
penditures on maintenance of way and structures average more 
per mile operated than for the Canadian Pacific.’ This is indi- 
cated in Table VII. It will also be noted that the decline in the 
maintenance figure for the Canadian Pacific in the year 1929 was 
more than twice as great as for the Canadian National. To some 

7 The annual reports of the company stress the fact that very large expenditures 
for deferred maintenance were made by the Canadian National in the years 1918-22. 
For the period 1922-29 no reference can be found in the annual reports of either the 
Canadian National or the Canadian Pacific as to operating expenditures for the 


purpose of making up back maintenance. The writer has therefore assumed that 
the two railroads are fairly comparable in respect to the index utilized. 
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this may indicate better management and conservation of re- 
sources for the Canadian Pacific in the face of declining traffic. 
Yet it seems that it has a significance of an entirely different 
character, which is well brought out in the following statement 
of President Thornton in the Annual Report for 1929: 

Having regard also for what was thought to be the temporary character 
of reduced traffic, it was considered unwise and indeed opposed to national 
interests to embark on a wholesale policy of retrenchment which would 
throw many hundreds of wage earners out of employment, with attendant 
economic disadvantages. Consequently, while added prudence in expendi- 
tures was immediately brought to bear, the Company exercised a restraint 
with regard to measures which conceivably might have created a worse and 
more permanent condition of depression.’ 

TABLE VII* 
MAINTENANCE OF WAY AND STRUCTURES EXPENSE PER 
MILE OF OPERATED LINE, 1922-29 








— Canadian National} Canadian Pacific 


ailway 


Railway 





1922. 


1923 
1924 
1925 


1926. 


1927 
1928 
1929 


$2,097 
2,054 
2,014 
1,996 
2,152 
2,262 
2,505 
2,408 
2,186 


$2,025 
2,253 
1,940 
1,798 
1,906 
2,104 
2,410 
2,190 
2,086 





Average. 








* Computed from figures given in the annual reports of the com- 
panies. 


It is relatively more difficult to make a comparative analysis 
of expenses for maintenance of equipment, since it is necessary 
to find an index which correlates maintenance of equipment ex- 
penditures both to the volume of freight and passenger business 
carried and to the amount of the equipment owned by each 
railroad. This is rendered particularly difficult for many reasons, 
among which is the fact that the Canadian National appears to 
be underequipped, as is indicated by the large and increasing 
amounts paid by it for the rental of freight cars.° 

8 Annual Report of the Canadian National Railway System (1929), p. 6. 


* E.g., during the years 1926, 1927, and 1928 the Canadian National paid out an 
average net sum of $4,402,000 per year for the hire of freight cars, and during the 
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In the absence of sufficient information for a more satisfactory 
basis of comparison, there are presented in Table VIII the com- 
parative expenditures of the two systems for maintenance of 
equipment during the period under review, together with the 
ratio of these expenses to railway operating revenues. While it is 
recognized that conclusions based on this meager information can 

TABLE VIII* 


MAINTENANCE OF EQUIPMENT EXPENSES, 1922-29 








Canadian 
National Railway Per Cent of 
(Entire System Operating 
Excluding Central Revenues 

Vermont) 


Per Cent of 


Operating 
Revenues 


Canadian Pacific 
Railway 





$32,009, 461 17 
34,124,839 17 
32,640,070 17 
33,108,545 18 
36,722,467 18. 
39,294,460 19 
43,493,153 19. 
39,853,871 19 


1922.. .| $56,160,700 
1923.. or .| §2,176,320 
1924..... ‘| 47,972,444 
1925..... ‘| 47,902,092 
1926. . ‘4 .| §1,211,821f 
1927....... .| 49,802,758 
1928. ... -| 53,582,887 
Ws ccicvtccccasl Se 


© Av® Ads DO 
COMUNHOs » 

















* From the annual reports of the companies. 
t Includes Central Vermont Railway. 


only be drawn with diffidence, it is submitted that the figures for 
the Canadian National seem to bear out the theory that its 
favorable net earnings have not been achieved by a policy of 
undermaintenance. Neither is there any evidence that mainte- 
nance expenses have been charged to capital. 

Earlier in this analysis it was stated that the favorable show- 
ing of the Canadian National reflects increasingly efficient opera- 
tion. Many indices may be developed which appear to support 
this conclusion. One of these is the transportation ratio, namely, 
the ratio of transportation expenses” to gross operating revenues, 
which is a significant index to the student of operating efficiency. 


same period the Canadian Pacific received an average net sum of $1,156,000 as 
rental for freight cars (Dominion Bureau of Statistics, op. cit. [1926], p. 102; ibid. 
[1927], p. 104; ibid. [1928], p. 108). 

% Transportation expenses are expenses incurred in connection with the actual 
movement of traffic. The rules of the Interstate Commerce Commission provide for 
the grouping of railway expenses in five categories: maintenance of way and struc- 
ture, maintenance of equipment, transportation expenses, traffic expenses, and gen- 
eral expenses. 
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Of course it must not be taken too literally, since it is a composite 
result reflecting not only relative operating efficiency, but also 
many other factors, such as rate and wage changes, and the 
amount of business done, which are all more or less outside the 
control of management. 

One of the first acts of the Thornton administration was to 
apply itself assiduously to decreasing the transportation ratio. 
Some improvement was made in the first year, 1923, yet in the 
words of Mr. Thornton there still existed 


a fruitful field for further reduction Transportation expenses vary 
with gross earnings and the larger the volume of business carried, the greater 
is the transportation expense incurred. Yet the objective to be sought is a 
minimum of increase in transportation expenses as gross receipts increase 
and toward this end efficiency of organization plays a large part." 


TABLE IX* 


TRANSPORTATION RATIOS 
(Ratio of Transportation Costs to Gross Revenues) 








Year Canadian National) Canadian Pacific 





eee = 48.57 38 
1923 . 47.5! 37- 
1924 40.53 36 
1925 43.40 35 
1926 39.70 33 
1927. 49.59 34 
1928... . 39.02 32 
1929. 4°. 33 33: 











* From the annual reports of the companies. 


Stated in another way, the aim of the transportation department 
is to handle the passengers and freight with the minimum number 
of train-miles consistent with good service and economical opera- 
tion. Passenger-train service, being fixed by a schedule estab- 
lished in advance, cannot be changed from day to day to meet 
the varying conditions of passenger travel; but freight-train serv- 
ice can be adjusted to a large extent in accordance with the trans- 
portation required. The success of the Canadian National ad- 
ministration in reducing the transportation ratio is shown in 
Table IX. 


** Annual Report of the Canadian National Railway System (1923), p. 6. 
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Various factors had their bearing on the improvement in the 
transportation ratio for each railroad. Among them were the de- 
creasing cost of locomotive fuel, its more efficient use, and heavier 
trainloading. In 1922 the average cost per ton of coal to Canadian 
railways was $6.40; in 1923, $5.88; in 1924, $5.51; in 1925, $5.16; 
in 1926, $4.77; in 1927, $4.73; and in 1928, $4.59." Along with 
lower prices for coal came greater efficiency in its use, as is shown 
by Table X (for the Canadian National only) for an eight-year 
period. The figure for 1930 represents a decreased unit con- 
sumption of fuel of;15.7 per cent compared with 1923. 


TABLE X* 


CANADIAN NATIONAL Raritway SysSTEM 
(Fuel Consumption—Pounds per 1,000 Gross Ton- 
Miles Freight (Excluding Locomotive 
and Tender) 





| Lbs. 





Lbs. 





1927 | 133 
1928 128 
| 1929 130 
| 1930... ; 129 


1924 145 
1925 ‘ 137 


| 
1923 -+| 1§3 | 
1926 : ‘ 135 





iim t=. "=< 

The improvement in the average trainload was even more 
striking. In Table XI the net tons per train for both revenue 
freight and all freight are shown for the two railroads. It should 
be noted that the Canadian National, despite a less favorable 
traffic-density, first made a more favorable showing in train- 
loadings in 1925, and that it has since maintained its advantage. 

An increase in the trainload should normally bring with it a 
decrease in the transportation cost per ton-mile, which is the 
index of economical operation as far as the transportation depart- 
ment is concerned. If, however, the increase in trainload results 
in overloading and long delays on the road, the cost per train- 
mile may increase to such an extent that the effect of the heavier 
trainload is entirely offset, and the cost per ton-mile shows an 
increase instead of a decrease. For that reason gross ton-miles 
per train-hour (i.e., the product of the gross trainload and the 


™ Canada, Dominion Bureau of Statistics, op. cit. (1928), p. 36. 
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train speed) is a more satisfactory index of operating efficiency of 
the transportation department than the net or the gross train- 
load. Table XII, therefore, shows these figures (for the National 
system only) for an eight-year period. The story is now more 


TABLE XI* 








Averace Tons ALL Freicut Rev. AVERAGE REVENUE TONS PER 
AND NON-REV. PER TRAIN 





Canadian Canadian Canadian Canadian 
National Pacific National Pacific 





1922 . 527 593 475 534 
1923 , ; orl 504 535 
1924 590 517 520 
1925. j , 600 540 527 
1926 5909 542 522 
1927 : 603 548t 528 
1928 642 so7t 57° 
1929 , 625 55st 542 

















* Annual reports of the companies. 
t Eastern lines excluded—this has the effect of raising the average slightly. 


TABLE XII* 


CANADIAN NATIONAL RAILWays 
(Gross Ton-Miles per Train-Hour) 








Ton-Miles ! Year Ton-Miles 





1924 
1925. 
1926 


16,703 1928. 19,606 
18,121 || 1929. . 19,775 
18,784 | 1930. 20,812 


1923 15,445 1927. 18 , 806 





* Figures secured through the courtesy of the Canadian National 
Railways, Bureau of Statistics. 


complete, for we can see that the National system not only in- 
creased its net and gross trainload each year, but at the same time 
decreased its consumption of fuel and increased its train speed. 
Thus the average freight-train speed in miles per hour for each of 
the eight years from 1923 to 1930 was 11.8, 12.3, 12.8, 13.0, 13.1, 
13.0, 13.4, and 14.1, respectively. This latter figure shows an ad- 
vance over 1923 of 19.5 per cent. 

Although the foregoing analysis indicates continued and pro- 
gressive achievement by the Canadian National, it is probable 
that this is little realized outside of Canada, except by close stu- 
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dents of railway affairs. The chief reason for this lies in the fact 
that the income statements of the system continue to show large 
net deficits. Yet in the main these deficits are the heritage of the 
period antedating government ownership of this system of rail- 
ways. A financial history of the Canadian National gives ample 
demonstration of this fact. 

At the outset it is necessary to picture the balance sheet of the 
Canadian National. It shows an extremely heavy investment in 
road and equipment, amounting to $2,038,000,000 and repre- 
senting largely the huge construction costs of the Grand Trunk 
Pacific, the Canadian Northern, and the National Transcon- 
tinental, built during a period of rising prices, as well as the over- 
valued properties of the Grand Trunk. In comparison the Cana- 
dian Pacific showed in 1928 the much more conservative figure 
of $723,413,000, which reflects a considerably lower cost of con- 
struction. Put in another way, the investment in road and equip- 
ment for the Canadian National is $93,188 per mile, compared 
with $57,232 per mile for the Canadian Pacific. On the liability 
side of the Canadian National statement, the investment is more 
than matched by outstanding securities, together with loans (and 
accrued interest) from the Dominion of Canada, amounting in 
the aggregate to $2,718,000,000. The difference between this fig- 
ure and the investment in property and equipment roughly gives 

_the amount of the deficit in the profit-and-loss account as $509,- 
000,000. To be more specific, the capital liabilities of the Cana- 
dian National on December 31, 1929, were as tabulated. These 
figures require brief historical analysis and interpretation. At the 
time of its acquisition the Grand Trunk Railway Company had 
outstanding capital stock to the amount of $165,627,000, and the 
Canadian Northern, $100,000,000. All these shares were acquired 
by the Canadian government by purchase." Consequently the 
$270,000,000 capital-stock item of the Canadian National repre- 
sents the government’s ownership of the $265,627,000 par value 

%3 The values of these stocks were determined by arbitration committees. Upon 
their recommendations the government paid $10,000,000 for the Canadian Northern 
shares and nothing for the Grand Trunk shares. Nevertheless, as is noted above, 
these securities are still carried on the books of the Canadian National at their par 
value. This is simply one illustration of the need for a recapitalization of the Cana- 
dian National properties. 
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of stock of the Canadian Northern and Grand Trunk Railway 
companies, and the remainder, $4,629,000, represents shares of 
the various constituent companies in the hands of the public. 

The long-term funded debt includes over eighty different issues 
of bonds of the Canadian National or its constituent companies, 
which are outstanding in the hands of the public. The annual 
interest on these securities amounts to $45,259,000, which is 
equivalent to an average rate of 4.05 per cent. 


Capital stock 
Long-term funded debt in the hands of the public 1, 123,000,000 
Dominion of Canada account: 
Loans from Dominion of 
Canada 
Interest on foregoing loans ac- 
crued but unpaid........... 
Appropriations account, Ca- 
nadian government rail- 


$2, 718,000,000 


The equity of the Canadian government in the system, in addi- 
tion to its ownership of capital stock, is very large. Part of this 
represents the investment of the federal government in the Cana- 
dian government railways proper, amounting to $417,000,000. 
This includes their investment in road and equipment, construct- 
ed and purchased by the government, and the operating deficits 
of these railways for 1921-26, inclusive (but not for previous 
years), as well as their working capital. No interest has been paid 
or accrued on this investment for any year. The remainder of the 
Dominion government’s equity, amounting to $891,000,000, in- 
cludes all loans and advances by the government to the Canadian 
National system or its constituent companies, both before and 
after nationalization, with accrued simple interest ranging from 
35 to 6 per cent. These advances were used to pay operating def- 
icits, interest due to the public, the cost of construction of new 
lines, and other capital costs. 
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During the eleven years 1919-29 the liabilities of the Canadian 
National have increased by the astounding figure of $1,050,000,- 
ooo. The accompanying tabulation explains the application of 
this increase in liabilities. 


CANADIAN NATIONAL RAILWAY SYSTEM, INCREASE 
IN LIABILITIES, 1919-29 INCLUSIVE* 


Increase Dur To 
Operating Deficits Interest Construction, 
1919, 1920, 1921 Accruals Etc. 
$1 ,050,000,000 $49,751,000 $474,935 ,000 $525 ,314,000 


* Computed from the annual reports of the company. Cf. Dominion Bureau of Statistics, The 
Canada Year Book (1930), p. 642. 


Totat INCREASE 


It will be seen that only 50 per cent of the increase in the sys- 
tem’s liabilities was applied to construction and improvements. 
Of this amount $193,000,000 was expended in the years 1919-22 
before the present Thornton administration. Practically 46 per 
cent of the increase in the system’s liabilities for the eleven-year 
period represents the accrual of interest each year on the funded 
debt of the system. Take the year 1922 as an example: 


INCOME STATEMENT, YEAR ENDING 
DECEMBER, 1922 


Railway operating revenues. . .. ees $234,059,025 
Railway operating expenses....... as -os 298,872,828 


Net revenue from railway operations 2,886,712 
Gross income (obtained by deducting tax accruals 
and adding miscellaneous operating income and 
non-operating income) 
Less: 
Interest on funded debt (public).............. 34,652,324 
Interest on government advances............. 24,748,152 
Miscellaneous income deductions. 7,387,481 


Pe eee eee Co, 
Net deficit... . 


It will be observed that the government had to advance the 
system practically the entire amount of the interest on the funded 
debt in the hands of the public. This had the effect of increasing 
the principal of the debt owed by the system to the government, 
and hence increasing by $2,000,000 the interest accruals for all 
subsequent years. The remainder of the deficit, amounting to 
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over $24,000,000, simply increased the liabilities of the system to 
the government. In other words, there is a clear separation be- 
tween the principal sums loaned by the government from time 
to time and the accrual of interest on these loans, in that interest 
is charged each year on the original principal sums advanced, 
and if unpaid is added to the liability owed the government, but 
interest is not charged on this unpaid-interest liability. 

Since a very large part of the principal sum of $601,446,082 
owed to the government as of December 31, 1929, represents ad- 
vances to cover past deficits, the question may fairly be raised 
as to the propriety of including such an item as a capital charge. 
Its effect is to burden the railway system with a capital charge 
that in no way is reflected in its property values. It may properly 
be argued that, had the component railways been allowed to go 
through receivership and reorganization proceedings, as is cus- 
tomary in the case of private railways that become bankrupt, the 
capital charges would have been cut down to accord with the 
present and prospective earning-power of the system. One view 
of the matter is that these charges, to the extent that they exceed 
the commercial value of the property as measured by its earning- 
power in fair competition with its private rival, represent the 
price the government elected to pay for railway expansion for 
colonization and developmental purposes. Thus they have no 
real place in the railway’s balance sheet. They are a source of 
confusion in the determination of reasonable freight rates, and 
make difficult a fair comparison between the Canadian National 
Railways and other railway companies. 

The capital structure of the Canadian National system has 
been the subject of investigation and study by the Thornton ad- 
ministration. The problem is well stated in the following quota- 
tion from the company’s Annual Report of December 31, 1923: 

Consideration is being given to the policy to be followed with respect to 
the capitalization of the system, and to the extent to which, if at:all, the 
advances made and capital held by the government should be written down 
to a figure which may be regarded as consistent with the earning prospects 
of the railway. In the consideration of such a problem, the interests of the 
government, which is to say the people of Canada, must be given due weight. 
On the other hand it seems unreasonable to burden the Canadian National 
Railways with a load which is beyond its conceivable earning capacity. 
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In the writer’s estimation a solution of this problem involves a 
recognition of the distinction between government loans to the 
system for capital expenditures and the liability to the govern- 
ment represented by advances to cover past deficits and by ac- 
crued simple interest on these advances. Capital expenditures, 
to the extent that they were prudently made, could properly be 
capitalized. But, in view of the large existing funded debt of the 
system, it would be the wisest plan for the government to accept 
common stock for this part of its investment. The remainder of 
the debt due the government should be written off as part of the 
price which the people of Canada have paid for a policy of too- 
hasty railroad development in years gone by. The anomalous sit- 
uation whereby the stock of the Canadian Northern and the 
Grand Trunk (for which the government paid $10,000,000) is 
carried on the books at $270,000,000 should be rectified by reduc- 
ing asset values to correspond with the price paid for these se- 
curities. It will be noted that even on this basis of revision the 
Canadian National would remain overcapitalized, relative to the 
Canadian Pacific, owing to the huge costs of construction and 
improvement of its lines during a period of high prices. Yet the 
plan suggested has the merit of reducing materially the accumu- 
lation of interest on past advances; and it would enable the Cana- 
dian people to secure a return on a part of their investment even- 
tually, when the country grows up to its railways. 

The remarkable improvement in the operating ratio of the 
Canadian National has already been indicated. To complete the 
picture, Table XTII shows the extent to which the net revenues 
from operations have contributed to the payment of interest on 
the large liabilities of the system. The terms used are technical 
accounting terms, following the usage of the Interstate Commerce 
Commission. 

It will be seen that the net deficit remains large, although it 
has been reduced considerably, the average deficit for the four- 
year period ending December 31, 1929, being $32,483,000 com- 
pared with an average deficit of $51,678,000 for the four years 
1922-25. Unquestionably the capital structure of the Canadian 
National is top heavy. In part, as we have shown, this is a reflec- 
tion of inflated asset values, road and equipment being valued at 
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TABLE XIII* 


CANADIAN NATIONAL RartLway SysTEM—COMPARATIVE INCOME RESULTS 
(Year Ending December 31) 








1922 1923 





Railway operating revenues 
Railway operating expenses 


Net railway operating revenues 
Gross income. . 
Less: 
Miscellaneous income deductions 
Interest on funded debt (public) 
Interest on government advances. . 


Total deductions from gross income. . 
Net deficit osc ike 


Railway operating revenues 
Railway operating expenses. . 


Net railway operating revenues... .. 
Gross income 
Less: 
Miscellaneous income deductions. . 
Interest on funded debt (public) 
Interest on government advances... . 


Total deductions from gross income. . . 
Net deficit 


Railway operating revenues 
Railway operating expenses 


Net railway operating revenues. . . 
Gross income 
Less: 
Miscellaneous income deductions... ..... 
Interest on funded debt (public) 
Interest on government advances 
Add: 
Government contribution under the Mari- 
time Freight Rates Act, 1927 


Total deductions from gross income. . .. 
Net Deficit 


$234,059,025 
231,172,313 


$253,135,488 
232, 704,838 





$ 2,886,712 
8,827,859 


7,387,481 
34,052,324 
24,748,152 


$ 20,430,650 
22,481,756 


8,980, 107 
35,041, 380 
30,157,944 





$ 66,787,057 
57,960,098 


$ 74,170,431 
51,697,675 





1924 


1925 





$235,588, 183 
218,343,931 


$244,971, 203 
212,706,788 





$ 17,244,252 
21,372,889 


6,600, 561 
38, 361, 704 
31,271,043 


$ 32,264,415 
36,279,387 


5,835,534 
40,438, 235 
31,450,382 





$ 76,233,308 
54,860,419 


$ 77,724,151 
41,444,704 





1926t 


1927 





$275 ,570,310 
227,345,281 


$274,879,118 
233,305,267 





$ 48,225,029 
50, 406,673 


8, 568, 396 
39, 701,896 
32,090,454 








$ 41,573,851 
44,758,738 


8,433,319 
40,526,007 
32,505, 234 


$ 2,332,885 








$ 79,131,765 
34,373,027 





* Taken from the annual reports of the company. 
t Includes Central Vermont Railway. 
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TABLE XIII—Continued 








1928 1929 





Railway operating revenues. $304, 591, 268 $290, 496, 980 
Railway operating expenses . : 249,731,605 248,632,275 





Net railway qpenting revenues .| $ 54,850,573 $ 41,864,705 
Gross income... . . . 57,538,203 45,285,576 
Less: 
Miscellaneous income deductions 12,988,423 13,190,302 
Interest on funded debt (public) 41,810,880 45,503,979 
Interest on government advances. . ; 32,507,337 32,690,545 





Government contribution under the Mari- 
time Freight Rates Act, 1927.... ..| $ 5,138,027 5,165,206 





Total deductions from gross income $ 82,268,613 $ 86,219,570 
Net deficit 24,730,410 42,933,904 











$93,188 per mile, which is 63 per cent more than the investment 
of the Canadian Pacific. A rough approximation of the extent 
to which Canadian National properties are overvalued may easily 
be made. Taking the year 1928 in which the system made its best 
showing, the return on the investment amounted only to 2.26 
per cent. A reference to the income figures for 1928 will show how 
this figure was computed: 

Gross income weeees 9575538, 203 

Add; 


Government contribution under the 
Maritime Freight Rates Act 


$62,676,230 


Less: 
Miscellaneous income deductions.... 12,988,423 


$49,687,807 Return on total as- 
sets in investment 
of $2,199,796,228= 
2.26 per cent 


A similar computation for the Canadian Pacific for 1928 shows 
that it earned a return of 6.99 per cent on its railway properties 
(including working assets). The return on its total properties 
(other than lands), including the miscellaneous investments, hotel 


4 In the annual reports of the Canadian Pacific the values of railway properties, 
hotel properties, telegraph lines, and lake and river steamers are grouped together 
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properties, express, telegraph, steamship lines, etc., amounted to 
5.89 per cent. 

Thus it will be seen that the Canadian National as an operating 
property has been doubly overcapitalized; first, by overvalued 
properties and, second, by capital securities which have no coun- 
terpart on the asset side of the company’s balance sheet. Even- 
tually the Canadian people will see the advantage of remedying 
this anomalous situation. Two significant advantages would be 
secured. In the first place, the operating results of the govern- 
ment railway could be compared very much more easily with the 
results of its great private competitor; and, in the second place, 
the Canadian people would have a very simple regulator of freight 
and passenger rate-levels, namely, a fair return on the reasonably 
valued railway properties of both systems. 

The foregoing analysis of the operating and financial results of 
Canada’s railways shows that, given proper conditions, a state- 
owned railroad can be operated as economically and efficiently 
as a privately owned system. Yet the factors which have con- 
tributed to the success of Canada’s venture into the field of busi- 
ness are present in a combination not often found or easy to 
create. In the first place, the government was fortunate in secur- 
ing the services of a practical railway man, who was sufficiently 
forceful to demand and obtain a policy which eliminated political 
interference. This essential requirement of success was facilitated 
by the wise policy of incorporating the government railway prop- 
erties and putting them under the administration of a board of 
directors, essentially as in the case of a private railroad. Finally, 
the government system has had to compete with a strongly in- 
trenched private system, enjoying a reputation for efficiency and 
sound management unexcelled in the railway world. That the 
resultant rivalry in service has been beneficial to both systems 
and to the public is well recognized by the Canadian people. 


Lestire T. FOURNIER 
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in one figure. Hence to compute the rate of return on strictly railway properties it 
was found necessary to estimate the value of all the other items by capitalizing their 
earnings. Thus there is the possibility of slight error in the rate indicated above, 
although the margin of error in any event cannot be large. 





SAVINGS, INVESTMENT, AND THE CONTROL 
OF BUSINESS CYCLES 


R. J. M. KEYNES’S long-deferred Treatise on Money' 
appears at an opportune time. The length and severity 
of the current depression lend special point to any 

serious discussion of the underlying causes of fluctuations in busi- 
ness activity, and of possible methods of controlling them. 

Of the two central concepts of the Keynes doctrine, one, the 
relationship between the margin of investment and the volume of 
saving, on the one hand, and the level of prices and profits, on the 
other hand, seems realistic and helpful. The other concept, name- 
ly, the idea of a “‘natural rate” of interest which, if effective in the 
market, would maintain equilibrium between investment and 
saving, seems inadequate to cover the requirements of stability 
under a money-economy. Having commented elsewhere’ on the 
theoretical portion of the Keynes treatise, the writer proposes to 
examine now the historical and statistical illustrations which 
Mr. Keynes offers, and the suggestions of practical policy which 
he has made (i.e., to deal mainly with Volume II, which carries 
the subtitle: ““The Applied Theory of Money’’). 

Before examining the inductive material, it must be noted that 
the central point in the Wicksell doctrine, and the one on which 
Mr. Keynes relies throughout the book, is impervious to induc- 
tive proof or disproof. This point is that price inflation and price 
deflation are caused by the failure of the market rate of interest to 
adjust itself promptly to changes in the natural rate, the natural 
rate being the rate which keeps “saving” balanced with “‘invest- 
ment.” Now the natural rate cannot be observed directly. It can 
be inferred only from the phenomena which it is called upon to 
explain, namely, the relationship between saving and investment. 
The latter phenomena are also not susceptible of direct measure- 


* John Maynard Keynes, A Treatise on Money (New York, Harcourt, Brace & 
Co., 1930), I, xvii, 363; II, viii, 424. 
2 American Economic Review, March, 1931, pp. 150-55. 
39° 
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ment, but must be inferred either from the movement of the price 
level or from statistics of circulating credit and cash. 

Consequently, any possible sequence of events supports the 
theory. If prices fall and circulation contracts in a period of high 
rates, the market rate is seen to be above the natural rate. But 
if prices fall and currency contracts in a period of low market 
rates, that does not contradict the theory, for the natural rate 
may be still lower than the market rate. Even if the phenomena 
of falling prices and contracting circulation occurred with market 
rates at an absolute zero, the adherent of the natural-rate doc- 
trine need not be perturbed; the natural rate, under conditions 
when investment is regarded as very risky may well be negative. 

If prices fall and currency simultaneously contracts, the theory 
is supported—a contraction of currency has been forced by a 
bank rate too high in relation to thematural rate, and saving has 
taken the form of a repayment of bank loans or a purchase of 
securities from the banks. But if, in a period of falling prices, 
bank deposits increase, the doctrine is not disproved. Saving is 
now outrunning investment in order to provide increased cash 
balances called for either by a change in business habits or by 
anticipation of falling prices. 

In other words, the statement that at a certain time, for ex- 
ample in 1820-55 and 1875-1900, the natural rate was below the 
market rate (II, 206) is simply another way of saying that prices 
were falling in those periods. The phenomena recorded do not 
strengthen any pre-existing trust in, or distrust of, the theory 
that money rates offer a clue to the cause of fluctuations in busi- 
ness activity.’ 

In general, the eight historical illustrations (chap. xxx) fit in 
with the Keynes doctrine without strained interpretation. “‘Span- 
ish Treasure” (II, 152-63) builds up a strong case for the doctrine 
that the price and profit inflation which followed on the dis- 
coveries of precious metals contributed enormously to an increase 
of capital in Western Europe, and that the capital development 
was greatest in those countries in which the profit inflation was 


3 This is not meant to imply that Keynes claims more for his facts than they 
show. He offers his cases as historical “illustrations,” not inductive proofs. 
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greatest. In Spain, wages caught up and passed prices around 
1588, after only 70 years of profit inflation; and Spain’s political 
and economical eclipse accompanied a wage level relatively high, 
as compared with living costs. This case lends point to the ap- 
prehensions of those who contend that the relatively high wage 
level of England today is incompatible with the maintenance of 
her economic leadership. 

In France and England, on the other hand, prices rose much 
faster than wages, and the ensuing profit inflation lasted much 
longer—in England until 1650, in France until 1700. “In these 
golden years modern capitalism was born.’’ Real wages fell; but 
employment abounded, real capital expanded, and the govern- 
ments gained enormously in financial strength. Mr. Keynes says: 

It is unthinkable that the difference between the amount of wealth in 
France and England in 1700 and the amount in 1500 could ever have been 
built up by Thrift alone. The intervening profit inflation which created the 
modern world was surely worth while if we take a long view. Even today a 
tendency towards a modest profit inflation would accelerate our rate of prog- 
ress .. . . So as to make it nearer to what, if we considered our successors, it 
ought to be.4 


The second historical case is the depression of the 1890’s, 
which furnishes ‘‘a perfect example of a prolonged commodity de- 
flation—developing and persisting in spite of a great increase in 
the total volume of bank money.” Low discount rates failed to 
stimulate investment. (For two and one-half years the bank rate 
stood at 2 per cent.) Between 1890 and 1896 the total stock of 
gold in the Bank of England doubled, the reserves nearly trebled, 
and the deposits nearly doubled. Mr. Keynes concedes to op- 
ponents of the view that business activity can be controlled 
through bank policy, that in this case it is doubtful whether open 
market purchases by the Bank of England would have helped 
materially to stimulate investment. 

Borrowing by the government and other public business to finance large 
programs of work on public utilities and government guarantees on the lines 
of the recent Trade Facilities and Export Credit Acts were probably the 
only ways of absorbing current savings and so averting the heavy unemploy- 
ment of 1892-95 [II, 170]. 


4 Nevertheless, at this point (II, 163) Keynes expresses preference, not for a 
policy of “modest inflation” but for one which aims at the avoidance both of infla- 
tion and of deflation. 














SAVINGS, INVESTMENT, AND BUSINESS CYCLES 





393 














Curiously, this is the only point in the book at which this latter 
remedy is suggested. The whole program for the control of in- 
vestment, as worked out in later sections, is a banking program. 

The next three cases (the war boom, the post-war boom, and 
Great Britain’s return to the gold standard) tell a familiar story 
in a fresh way—inflation through government finance, absorption 
of a large share of the product of industry in war activities, fur- 
ther inflation in the readjustment of peace conditions, and a de- 
cision, now generally condemned, to undergo the sacrifices of de- 
flation rather than the odium of devaluation. 

The discussion of British investment policy after the return to 
gold, which is Keynes’ sixth historical case, applies to a concrete 
situation those aspects of his doctrine which have to do with in- 
ternational trade, and hints at his impending conversion to a 
protective tariff. I see no cogency in the suggestion that in present 
circumstances a tariff in Britain “‘would probably not result either 
in a diminution of exports to an extent equal to the diminution of 
imports, or in a diminution of home investment”; but until 
Keynes’ views have been developed more fully there is little point 
in criticizing them. 

The description of the seventh case, the United States’ experi- 
ence from 1925 to 1930, is clear; and the facts are fitted neatly and 
convincingly into the general framework of the theory. Mr. 
Keynes seems to hold the view, with which the writer agrees, that 
the high market rate of interest in 1929 was attributable to 
Federal Reserve efforts to check the boom rather than to absorp- 
tion of available credit in the financial circulation. The failure of 
the shortage of bank credit to check the boom sooner is attributed, 
again correctly in my opinion, to the abundance of long-time capi- 
tal which was available at very cheap rates through the medium 
of new stock issues. The “bear party,” which Keynes describes as 
embracing the holders of bank deposits and the makers of call 
loans on account of “‘others,”’ included also a very substantial 
fraction of the corporate managements of the country, as is evi- 
denced by their foresight in floating huge stock issues at boom 
prices and using the proceeds either to loan at call or to pay off 
their own bank loans. 

The eighth case is the so-called “Gibson paradox,” that is, the 
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fact that for more than a century there has been a close correla- 
tion between the long-time (not merely the cyclical) fluctuations 
of the interest yield of long-term bonds and the level of wholesale 
prices. Mr. Keynes rejects the explanation offered by Mr. A. H. 
Gibson, that it is due to the fact that falling costs of living leave a 
greater margin available for investment. He also properly ignores 
the view frequently advanced in America that it is due to the 
necessity of lenders’ securing a higher rate in order to maintain 
their accustomed real incomes in periods of rising prices. He sug- 
gests, convincingly, that when the volume of saving is increasing, 
interest rates are “sticky” and move downward only tardily, with 
the result that borrowings for investment do not expand as fast 
as savings accumulate. Hence, the amount disbursed by industry 
out of the proceeds of its borrowings is less than the amount with- 
drawn from circulation by recipients of income, so that the selling 
price of the output of industry tends constantly to fall below its 
cost. 

In my opinion, however, this view may well be supplemented 
by Professor Fisher’s well-known theory as to the relation be- 
tween the rate of interest and the anticipated depreciation or ap- 
preciation in the value of money. This influence and the one posit- 
ed by Mr. Keynes are mainly independent, but they may well re- 
inforce one another. Moreover, once a decline of prices has been 
under way long enough to create a general anticipation of further 
decline, there is afforded a plausible explanation of a continuing 
tendency to ifcreased saving—a tendency which Mr. Keynes 
takes as the starting-point of his analysis.‘ 

5 Keynes’ rejection of Fisher’s doctrine on this point (II, 202) reflects such a com- 
plete and obvious misunderstanding of the whole point that it can hardly be other 
than a /apsus calami. He points out that a rise in interest rates, instead of being 
compensatory, is aggravating in its effects on the relation between lender and bor- 
rower. For, if prices and interest rates are rising, the capital value of long-dated 
securities is falling, so that the holder of long-dated securities on selling his holdings 
incurs a monetary loss, in addition to the loss in purchasing power of his dollars. 
But, of course, Fisher never suggested that rising interest rates are compensatory 
of past rises in prices! The fact that a long-dated security has fallen in value may 
well reflect an effort on the part of both purchasers and sellers to protect themselves 


against anticipated declines in the purchasing power of the monetary unit; it cer- 
tainly has nothing to do with past misfortunes of the sellers of such securities. 
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To the objection that the price level is governed by the supply 
of gold, Mr. Keynes answers, convincingly, that central banks 
have in fact adapted their policies to changes in the supply of gold 
to such an extent as to minimize the effect of such changes on the 
price level. He might well have added that such changes are not 
independent of the relation of investment and saving, but work 
themselves out through changes in that relationship. Any in- 
crease in the monetary gold supply must be accompanied by an 
excess of investment over saving. If the pioneers who exploit a 
new gold supply spend the excess of gold output over costs in the 
purchase of investments, the value of investments is raised with- 
out any increase in saving from income previously disbursed. 
If they spend their profit for consumption goods, they put wind- 
fall profits into the hands of producers of consumption goods; and 
those windfall profits—following the lines of Keynes’ analysis— 
constitute a demand for investment goods and raise the value of 
investment relative to the volume of savings. If new gold goes 
into bank reserves it cannot, of course, affect the price level ex- 
cept to the extent that it leads banks to lower the market rate— 
no corresponding change having taken place in the natural rate. 

The section of the book which embodies Mr. Keynes’ sugges- 
tions of policy is much less fresh, and seems to me much less con- 
vincing, than either the theoretical section or the historical illus- 
trations. The chief plank in his platform is the ancient, and not 
wholly discredited, suggestion of cheap money as a business stim- 
ulant. Central banks are to stabilize prices (and/or employment) “ 
by putting resources into the control of the banks through lowered 
rediscount rates and open-market purchases at times when saving 
outruns investment, and, vice versa, are to check unwanted infla- 
tion through bringing pressure to bear on the member banks to 
reduce their reserves. 

This program involves four distinct difficulties: first, the im- 
possibility of stabilizing a national price level while at the same 
time avoiding inconvenient changes in the rate of foreign ex- 
change and unwanted gold movements; second, the difficulty of 
controlling member-banks through central bank action; third, the 
difficulty of controlling the rate of investment through any action 
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on the part of the banking system as a whole; and, fourth, the 
choice of criteria to guide the controllers. 

The difficulty involved in maintaining the gold standard, while 
at the same time stabilizing prices against a change which may be 
taking place elsewhere, is not minimized. International co-opera- 
tion is recognized as essential if the prices of any country at the 
same time are to be kept stable and are to be tied to those of the 
rest of the world. Hence, the correct selution calls for stabiliza- 
tion by a supernational bank. 

The second difficulty is the least serious. Under the present 
organization of banking, at least in Great Britain and the United 
States, member-banks are dependent on central bank credit for so 
substantial a proportion of their reserves that the central bank 
can go a long distance toward complete control of the money mar- 
ket, so long as its own resources are ample. In this respect, in- 
deed, the situation in the United States is, in my opinion, rather 
more favorable to Mr. Keynes’ position than he indicates. 

As to the third difficulty, I am not convinced that the power of 
any banking system to control either the price level or the rate of 
investment through discount and open-market policy is as ade- 
quate as Mr. Keynes believes. Keynes rejects the idea that the 
power of the banks to stimulate investment in working capital by 
so-called “‘self-liquidating”’ loans is adequate to meet the needs of 
a stabilization program (this against Hawtrey). He breaks with 
the Anglo-Saxon tradition against bank financing of long-time 
investment, and builds his program on open-market purchases 
and sales of bonds. But he accepts, by implication at least, the 
current tradition that banks, particularly central banks, should 
confine their long-time investment to safe securities. If this is 
done, capital formation is not influenced directly, but only in- 
directly, through the release and reabsorption of funds—just as 
would be the case if the banks confined their activities to the pur- 
chase of trade bills and the discount of commercial paper. The 
difficulty in times of depression is not to find a market for high- 
grade bonds. These never have a better market than in times 
when faith in promotion securities and in loans for expansion of 
existing businesses is at a minimum. What is needed is to create 
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a preference for risky investment over liquidation of existing 
debt. As was noted above, Keynes sees this clearly enough when 
he is analyzing the experience of the 1890's, but he does not follow 
that case through to its conclusion. The 1870’s would have given 
him a similar case. 

Keynes’ chief reliance is on statistical evidence to the effect that 
ease in the short-time market invariably produces a speedy easing 
of credit in the bond market, which he apparently assumes to be 
sufficient without a rise in the stock market. “It is rarely the case 
that bond yields will fail to rise (or fall) if the short-term rate re- 
mains at an absolutely higher (or lower) level than the bond yield 
even for a few weeks.” Of course, as stated, the point could easily 
be answered. There is no such thing as an absolute level of bond 
yields. An index can be selected which bears such a relationship 
to the yield of commercial paper as to make the statement ac- 
curate, or another which makes it quite inaccurate. The main 
point, however, is correct. There is a high correlation between 
fluctuations in the yield of high-grade bonds and the short-time 
interest rate. I have shown elsewhere that the correlation between 
the short-time interest rate and the yield of stocks is not high.’ 
The present money market situation confirms the teaching of past 
experience that cheap money for gilt-edged investment, whether 
on long or short term, is not sufficient when confidence in the fu- 
ture is lacking. 

The fourth difficulty is the choice of a criterion by which central 
banks themselves may perform their allotted function. Central 
bankers have no forecasting technique or special knowledge of the 
conditions of industry which is not common to the public of which 
they form a part. Errors of optimism and pessimism, which lead 
alternately to excessive investment and excessive saving, must in 


* For example, it is substantially true for the period since 1922 (but not for 1918- 
22) of the relationship between the Standard Statistics Company Index of sixty 
bonds and the four-to-six-months’ commercial paper rate. It is not true as tested 
by the index of municipal bonds, which, though bought heavily by banks, yield less 
than the commercial paper rate almost continuously, regardless of the direction of 
trend. 

7 Compare R. N. Owens and C. O. Hardy, Jnterest Rates and Stock Speculation 
(rev. ed., 1930), especially chaps. viii and xi and Appendix H. 
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the present state of economic interpretation be expected normally 
to infect alike the governors and the governed. Confronted with 
this difficulty, Mr. Keynes falls back on the familiar device of 
substituting an objective for a subjective criterion; and here 
emerges our ancient friend, an index of wholesale prices. This 
choice of standards involves an abandonment of much of the 
ground that was won in Volume I. There it was shown that the 
movement of prices is the result of two distinct forces: one, the 
excess or deficiency of investments over savings; and second, the 
“efficiency earnings,” that is, the relationship between physical 
output and the amount of wealth distributed otherwise than as 
windfall profits to the factors of production. Disturbances in the 
price level arising from the second of these factors* do not give 
rise to windfall profits and do not disturb the equilibrium of pro- 
duction. But no price index can isolate one of these types of 
change from the other. As Mr. Keynes himself points out, there 
was apparently a considerable volume of credit inflation in the 
United States in the four years ending in 1929, which did not 
cause a rise in the commodity price level but presumably pre- 
vented a decline which otherwise would have resulted from tech- 
nological changes. 

All this analysis Mr. Keynes forgets when he reaches his prac- 
tical program. The stabilization of the price level emerges either 
as an end in itself or as a standard so closely tied to the ultimate 
objective as to be practically identified with it.° 

Having shifted from the stabilization of business activity to 
the stabilization of prices, as the stated objective, Mr. Keynes 
next proceeds to surrender another great section of the ground 
which he won in Volume I by abandoning the “consumption” in- 
dex and accepting the wholesale index. It would, indeed, be diffi- 
cult to compile a satisfactory consumption index, especially for 
international use. What is offered in the final chapter of the book 
is not a solution, but a surrender. The banks are to cut loose en- 


5 Such as shifts in bargaining power between the factors of production, or im- 
provements in the technique of production; and the discovery of new resources. 

* Compare chap. xxxi, sec. (i), “The Control of Prices through the Rate of In- 
vestment”; chap. xxxvii, sec. (i), “Can the Banking System Control the Price 
Level?”; also II, 163. 
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tirely from the “‘purchasing power of money” and determine pol- 
icy by an index composed chiefly of internationally traded raw 
materials whose prices are of the most unstable type. This pro- 
cedure Keynes defends against his own first volume on three 
grounds—all unsatisfactory. The argument hinges on the assump- 
tion, probably justified, that in the long run the tendency will be 
for money incomes to tend upward in comparison with a whole- 
sale price index heavily weighted with raw materials, and for the 
cost of living to tend upward but less markedly. 

The first reason given for the advocacy of the “tabular,” that 
is, the wholesale, index is to me unintelligible: 

.... such movements are likely on the whole to fit in with the “spon- 
taneous” tendency of earnings, and, if so, will help to avoid the necessity of 
“induced” changes to counteract the “spontaneous” tendency and the short- 
period disequilibrium associated with such changes. For human nature is 
such that the urge toward higher money incomes, left to itself, will tend to 
be ahead of the equilibrium position [II, 393] 


The second and probably the most important reason for ac- 
ceptance of a wholesale index as a guide is that its stabilization 


would cause a slowly rising trend in the consumption index and 
thus whittle away the purchasing power of long-term debts. The 
point is sound, but not convincing. It sets up a new objective for 
the sake of which we are asked to abandon the stability of em- 
ployment which we have tracked through an algebraic labyrinth. 
We need no fundamental equations to tell us that by inflation of 
the cost of living we can relieve pressure on debtors. But it is not 
clear, if this be our objective, why we should elect the particular 
degree of inflation involved in stabilizing an index of raw materi- 
als which happens to have a downward trend. We cannot recon- 
cile inflation as a means of changing the relationship between 
debtors and creditors with currency management as a means of 
eliminating windfall profit and thereby stabilizing employment. 
The third attraction which Keynes finds in the wholesale stand- 
ard lies in the fact that it is the most sensitive and responds the 
most quickly to investment disequilibria, “so that a managing 
authority which has its eye on the tabular standard as its long- 
period norm will be the less likely to overlook its parallel short- 
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period responsibilities.” This is true enough, but it merely em- 
phasizes the impossibility of finding a price index which at the 
same time satisfies the demand for a short-period remedy for 
cyclical fluctuations and a long-period norm of the relationship 
between debtors and creditors. There is much to be said for aban- 
donment of the idea of stabilizing the purchasing power of long- 
term indebtedness and concentration on the flattening-out of the 
cyclical movement. It is also arguable that we should abandon, 
as hopeless, the quest of a formula for flattening out cyclical 
swings, and concentrate on the evils of rising and falling trends. 
But it is hardly logical to bring in the short-period norm by the 
back door by choosing a long-period norm on the basis of its 
efficiency over the short period. 


CHARLES O. HarpDy 
Tae BROOKINGS INSTITUTION 
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Public Utility Control in Massachusetts: A Study in the Commis- 
sion Regulation of Security Issues and Rates. By Irston R. 
Barnes. New Haven: Yale University Press, 1930. Pp. x+ 
239. $3.00. 

The homely saw that it all depends whose ox is gored summarizes 
much of human experience; not unnaturally, therefore, it is the ulti- 
mate explanation of much law and economics. And yet, the Ironic 
Spirit must be amused as it notes that a doctrine, invoked by William 
Jennings Bryan in behalf of Western agrarianism against the capi- 
talistic “octopus” of the East, should have been taken over by the 
most conservative judges and, by means of the vague language of the 
due process clauses, given the shelter of the Constitution of the United 
States. Yet such, in sum, is the history of the still dominant “repro- 
duction” theory for judicial determination of the basis upon which 
utility rates are fixed. 

The present method of ascertaining “value” for rate-fixing purposes, 

in the language of one of the commissions, 
.... usually included percentages for engineering services never rendered, 
hypothetical efficiency of unknown labor, conjectural depreciation, opinion 
as to the condition of property, the supposed action of the elements; and, 
of course, this correctness depends upon whether superintendence was or 
would be wise or foolish; the investment improvident or frugal. It is based 
upon prophecy instead of reality, and depends so much upon half truths that 
it bears only a remote resemblance to fact, and rises, at best, only to the 
plane of a dignified guess.* 


The source of this weird procedure is the doctrine originally urged 
upon the Supreme Court by Bryan, in the wake of the 1893 panic, on 
behalf of the agricultural communities as a protection against inflated 
claims, based on inflated prices, and in support of the movement for 
reduction of railway rates. It is a matter of history that 
insistence upon reproduction cost was the shippers’ protest against the bur- 
dens believed to have resulted from watered stocks, reckless financing, and 
unconscionable construction contracts. Those were the days before state 

* Re Michigan State Tel. Co., P.U.R. (1921), c. 545, 554-55, quoted in 262 U.S. 
at p. 300, n. 12. 
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legislation prohibited the issue of public utility securities without authoriza- 
tion from state officials; before accounting was prescribed and supervised; 
when outstanding bonds and stocks were hardly an indication of the amount 
of capital embarked in the enterprise; when depreciation accounts were un- 
known; and when book values, or property accounts, furnished no trust- 
worthy evidence either of cost or of real value. Estimates of reproduction 
cost were then offered, largely as a means, either of supplying lacks in the 
proof of actual cost and investment, or of testing the credibility of evidence 
adduced, or of showing that the cost of installation had been wasteful.? 


What in 1898 served as an empiric device for preventing swollen 
returns on fictitious values, in course of time, but particularly through 
a series of cases beginning in 1923, has been turned into the most 
luxuriant means for creating fictitious values. And for this economic 
legerdemain, constitutional sanction has been sought, and, for a time 
at least, very largely gained. The drop in commodity prices consider- 
ably below those on which vast utility developments have been made 
since 1920 may again lead to a reversal of réles. Some new William 
Jennings Bryan may urge “reproduction value”’ on the low price levels, 
as a popular cause, against the resistance of utilities who may find 
hitherto-unrecognized virtues in the doctrine of “prudent investment.” 

According to the late Allyn A. Young, the most illuminating analysis 
of the economic considerations which should determine the legal limits 
of rate regulation is found in the opinion of Mr. Justice Brandeis (con- 
curred in by Mr. Justice Holmes) in S.W. Tel. Co. v. Pub. Serv. Comm., 
262 U.S. 276, 289. Events have fully vindicated the criticisms made by 
Mr. Justice Brandeis of the reproduction-cost-minus-depreciation doc- 
trine of the majority of the Supreme Court under Chief Justice Taft, 
on the score of both economic unreality and social waste. The recent 
reports into the workings of the public-utility laws by New York and 
Massachusetts commissions, the continued uncertainty and costliness 
of rate litigations, the growing anxiety of leading utility managers 
themselves over the unsatisfactoriness of the old situation, are rein- 
forced by the drastic shifts in commodity prices. The probabilities are 
strong that changing conditions may lead a changed Supreme Court to 
emphasize other factors than those that have previously played a sig- 
nificant part. The very grab-bag nature of the famous formula in 
Smythe v. Ames will enable the Court to pick some things from the bag 
and neglect others. Thus, by a process of “interpretation” familiar to 





? Mr. Justice Brandeis, dissenting, in S.W. Tel. Co. v. Pub. Serv. Comm., 262 
U.S. (1923) 276, 289-90. 
3 Smythe v. Ames, 169 U.S. (1898) 466. 
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lawyers, the Court may in fact, if not in form, go over to the “prudent 
investment” doctrine in the protection of those very interests, by re- 
sort to the reproduction theory, which it has overprotected in recent 
years. 

Light upon the “prudent investment” theory in action therefore be- 
comes highly desirable. ‘Prudent investment” is generally deemed the 
ruling doctrine in Massachusetts. To understand its workings Dr. 
Barnes was drawn to undertake an investigation, the results of which 
he reports in the present volume. Happily he was dissuaded from with- 
holding his study from publication after it became evident to him that 
the “Massachusetts Commission had never really applied the prudent 
investment theory in its entirety to their regulatory problems.” We 
have thereby gained a careful and sober study of the history of the 
regulatory machinery in Massachusetts and a detailed analysis of its 
control over security issues and rates. 

Dr. Barnes seems rather unduly surprised that “prudent invest- 
ment” itself is not a conception without ambiguity—that prudence and 
investment do not always represent fixed mathematical quantities. He 
also reports that, on the whole, the Massachusetts commissions “have 
failed to make any definite findings as to the rate base upon which the 
particular utilities involved were entitled to earn a fair rate’’(p.143). 
But, surely, Dr. Barnes unduly simplifies his expectations. The inter- 
play of government and economics that is involved in governmental 
supervision of privately owned utilities is necessarily something more 
than, and different from, the mathematical ascertainment of capital 
accounts and fixation of rates by exclusively private or exclusively 
public enterprise. Moreover, the Massachusetts Utilities Department 
is not a wholly free agent. It must steer its course with a shrewd eye to 
the Supreme Court’s metaphysics about “valuation,” so as to avoid 
condemnation by the Supreme Court of the local Massachusetts 
policy. 

It surely cannot be denied that there has been a specific Massachu- 
setts policy. That valuation controversies have not been the football 
of litigation in Massachusetts, that not a single valuation by Massachu- 
setts commissions has found its way to the Supreme Court of the 
United States, that only two abortive attempts have been made to 
challenge the findings of the Massachusetts Department of Public 
Utilities in the lower federal courts, that valuation proceedings in 
Massachusetts are a matter of two or three months and elsewhere a 
matter of years—these are the vital truths about the Massachusetts 
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system of utility regulation. And the core of the whole business is that 
Massachusetts has regarded rates as a function of investment, i.e., 
what will attract capital on the basis of limited but reasonably assured 
returns. And in such a policy of regulation an elastic return plays an 
important role. The Supreme Court’s doctrine, on the other hand, in 
its preoccupation with an abstract conception of “‘valuation,” is a 
juristic attempt at the old game of looking in a dark room for a black 
cat that isn’t there. 

Lawyers are rightly charged with excessive regard for texts, for the 
language of opinions, rather than their social sources and consequences. 
One feels that Dr. Barnes has been unduly concerned with the opinions 
of Massachusetts commissions rather than with the meaning of those 
opinions to consumers of utility services, to utility managers, bankers, 
and investors. The authority of courts over utility rates derives from 
their jurisdiction to apply the due process clauses. Now these clauses, 
it cannot be too often repeated, do not embody technical legal rules. 
They are, in the suggestive phrase of Judge Learned Hand, “‘moods 
and not commands.” The legal safeguards against “confiscation’’ re- 
flect merely general decency and fair dealing. Fundamentally, there- 
fore, the issues of rate regulation are economic issues, and we depend 
on economists to give us the detailed basis for what in form are legal 
judgments. Economists ought to leave legal word-fencing to lawyers. 
What is badly needed is something that transcends mere analysis of 
opinions and words. The work of Dr. Barnes ought to be supplemented 
by an intensive study of the history of utilities in Massachusetts— 
how they have been financed, the effect of regulation upon financing, 
the relation of financing to the money market, and the interests of 
bankers, how the consumer has fared as to rates and the quality of 
service. These, to be sure, are intricate and elusive inquiries, but until 
they are answered discussions about utility regulation will be a com- 
pound of unreality, crude empiricism, and shrewd guessing. 

FELIX FRANKFURTER 
HARVARD Law SCHOOL 


Geldtheorie und Konjunkturtheorie. By FriepricH A. HAYEK. 
(Beitrige zur Konjunkturforschung herausgegeben vom dster- 
reichischen Institut fiir Konjunkturforschung. 1.Bd.) Wien- 
Leipzig: Hélder-Pichler-Tempsky A.G., 1929. Pp. xii+145. 

A review of this very important book affords a welcome opportunity 
to draw the attention of American economists to a new variety of 
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monetary theory of the business cycle, not so well known in the United 
States as it deserves to be. Dr. Hayek is now the chief exponent of this 
type of theory. His refined monetary explanation offers some very 
important improvements over the traditional monetary explanation, 
represented in its purest form in the writings of Mr. R. G. Hawtrey, 
and, especially, of Professor Fisher and Professor Cassel. The most 
striking deviation of the new version from the older one is Dr. Hayek’s 
convincing proof that “the monetary explanation is not equivalent to 
the explanation through the variation of the general price-level.’’ In 
view of the fact that the present depression in the United States has 
not been accompanied by serious variations of the wholesale and retail 
price-levels, a theory which does not stress general price changes and 
yet retains all the obvious advantages and the plausibility of the mone- 
tary explanation, should be of considerable interest. 

Dr. Hayek starts with some methodological observations, which 
seem to be the necessary introduction to every German book on eco- 
nomics. In this case they are, however, confined to a few pages. In 
the second chapter he tries to show that no non-monetary approach 
has succeeded in offering an adequate explanation of the business 
cycle without coming into conflict with the principles of the static 
system, which is necessarily equilibrium economics and has no room 
for general disturbances. Dr. Hayek’s point is that, if all those cir- 
cumstances which play the leading réles in the non-monetary theories 
—as, for example, the saving process, psychological factors (error of 
optimism and pessimism, Pigou), uncertainty, and so forth—are in- 
dependent of monetary factors, they must be conceivable also in a 
barter economy. But it can be shown that, under a barter system, the 
rate of interest is a sufficient check on overinvestment, which is com- 
monly regarded as the essential feature of the upward swing of the 
cycle. Therefore, most of those non-monetary theorists must fall back, 
tacitly or openly, upon credit expansion (p. 45). 

The essential difference between a money economy and a barter 
economy, according to Dr. Hayek, is the fact that in the barter system 
the rate of interest regulates the rate of investments in such a way that 
only those investments can be carried out which are justified by the 
amount of real savings; while in a money economy the rate of interest 
and the amount of investment is, at least temporarily and to a cer- 
tain extent, independent of the actual savings. 

The basis from which Dr. Hayek starts is the theory of Wicksell 
and Mises regarding the relation between the rate of interest and gen- 
eral price changes (which should not be confused with the theory of 
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Irving Fisher). Wicksell says that if the money rate of interest falls 
below the “natural’’ rate, prices will rise and investments will be ex- 
tended over and above the amount which is justified by the amount of 
real savings. Dr. Hayek deviates from Wicksell in showing that the 
stability of the price level is not a sufficient criterion that the rate of in- 
terest stands at its natural level, namely, that which it would occupy 
if only actual savings, and not credit created by the banks, constituted 
the supply of capital. In a growing economy that rate of interest 
which stabilizes the price-level by allowing an increase of credit cor- 
responding to the increase in the volume of transactions is below the 
“natural” or, as Dr. Hayek prefers to say, the “equilibrium” rate— 
the rate which does not inflate the supply of capital beyond real sav- 
ings (pp. 59, 60). In other words, Dr. Hayek’s “equilibrium” rate is 
that which obtains if there is no increase in the amount of the circulat- 
ing medium. The central contention of his theory is that the cause of 
the periodic disturbances of production is to be found in the fall of the 
market rate of interest below this equilibrium rate, that is, in an in- 
crease of the circulating medium—irrespective of whether it causes 
a rise in the price-level, as it usually does, or whether it is just sufficient 
to compensate the influence on the price-level of a simultaneous in- 
crease of production. 

How this discrepancy between the two rates brings about overpro- 
duction, which leads inevitably to an economic crisis, is not shown in 
detail in this volume.’ Here he discusses only why this deviation re- 
curs again and again under our present economic and financial system. 
The reason for this recurrence is that the modern banking system has 
the power to create deposits and that it is to the interest of every bank 
to do so. Referring to the well-known writings of Phillips, Crick, and 
others, Dr. Hayek shows how this creative process works itself out. 
If one bank creates deposits, by lowering its reserve ratio, it enables 
the others to do the same; thus one impulse is sufficient to set going 
the whole chain of events. 

Very important is the statement that the first impulse “undoubtedly 
need not be a monetary factor” (p. 106). It is not necessary that the 
money rate of interest be artificially lowered below the natural rate. 
For one reason or another (e.g., a wave of optimism, an important in- 
vention, or the like), the natural rate may rise. If the market rate does 

* There is, however, soon to appear a book by the same author (Routledge, 
London) on Prices and Production which describes the influence of such an artificial 
lowering of the rate of interest on the productive process, and tells how the crisis is 
eventually brought about. 
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not follow—there is no device in our financial mechanism which would 
guarantee such an automatic adaption—the discrepancy between the 
two comes into existence and the cycle gets its start. 

This statement opens the way for a very acceptable compromise 
with the non-monetary theorist. The monetary factor is the conditio 
sine qua non and the non-monetary impact the conditio per quam of 
the cycle, or vice versa, as one likes. It seems almost a matter of 
words, whether to call Dr. Hayek’s theory a monetary or a non- 
monetary one. The logical consequence of this theory for monetary 
policy seems to be to stabilize the amount of the circulating medium. 
In this respect, however, the author is very cautious and refuses to 
commit himself to any definite position. 

In any case, his is a very remarkable piece of work and deserves the 
close attention which it has received in England and Germany. The 
reader, however, should suspend final judgment until the appearance 
of the author’s Prices and Production, for which the present volume is 
an indispensable introduction. 


GOTTFRIED HABERLER 
UNIVERSITY OF VIENNA 


Federal Reserve Policy 1921-1930. By Harotp L. REED. New 
York: McGraw-Hill Book Co., Inc., 1930. Pp. xi+201. $2.50. 
In attempting to interpret and to evaluate federal reserve policy 

during the decade under review Professor Reed has set for himself a 

task of no little difficulty. In his The Development of Federal Reserve 

Policy, published in 1922, he made the beginning of a study which he 

now endeavors to carry through to the early months of 1930. He states 

in his Preface that he has not tried “to make the book readable to those 
totally unfamiliar with federal reserve procedure.” It is the opinion of 
the reviewer that it will be comprehended only by that small group 
which is unusually familiar, not only with federal reserve procedure, 
but with the entire course of events in business, banking, and finance 

since 1920. 

The style in which the book is written is a severe test of the reader’s 
powers of concentration; but, if he will persevere to the end, he will be 
amply repaid for the effort. For Professor Reed is in many respects a 
pioneer in this field; and this treatise must be regarded as a valuable 
contribution to economic science. 

A large portion of the first two chapters, covering the years from 
1921 to 1924, appeared in 1929 as articles in the June and August issues 
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of the Journal of Political Economy. During that period the most im- 
portant decisions of the administrators of the Federal Reserve System 
were concerned with the lowering of rediscount rates and the increase 
in security purchases in 1922, the raising of rates and the sale of se- 
curities early in 1923, and the attempts to ease the money market in 
1924. The author outlines the problems confronting those who were re- 
sponsible for federal reserve policy, and attempts to explain the reasons 
for such action as was taken. 

Professor Reed takes issue with those who argue that it was the rise 
in prices of 13 per cent in 1922 that led the federal reserve authorities 
to apply the brakes in 1923. This argument, he asserts, was made by 
“stable money doctrinaires,”” who were attempting to discover exam- 
ples to justify their theories (pp. 38-40). Had price movements been 
the determining factor in federal reserve policy, action would have been 
taken earlier. The real reason for delaying restrictive measures until 
1923 was that up to that time bank credit was, in the opinion of the 
reserve authorities, being productively employed, when measured by 
the interrelationships of production, credit, and trade. Not until early 
in 1923 did it appear that production had about reached the limit of 
the country’s capacity, and that further price increases would be of an 
inflationary nature. The author, at this point, is liberal in his com- 
mendation of the decisions of the reserve authorities. 

The “daring” attempt to ease the money market in 1924 next comes 
under discussion. Production indices as a measure of “accommodating 
commerce and business’’ were apparently abandoned at this time, and 
international considerations began to play a part in federal reserve 
policy. It was believed that high rates in this country would encourage 
further gold imports from Europe and result in a contraction of world 
price-levels. If the Federal Reserve Board can be criticized for what 
it did during 1924 to make credit more abundant, it can be only on the 
ground that it might have erred as to the degree but not in the direc- 
tion of the policies adopted. 

Passing over the somewhat uneventful years of 1925 and 1926, which 
are fully treated by the author, we come to 1927, in which year the re- 
serve authorities, prompted largely by the international situation, 
again took steps to ease the money market. Professor Reed is inclined 
to believe that the measures taken were unduly delayed, and that the 
necessity for them no longer existed when they were finally undertaken. 
It is probable, he says, that the impetus which started the stock market 
on its upward course had its origin in the slowness with which the 
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administrators of the system moved during this year. A similar reluc- 
tance to adopt restrictive methods in 1928 and 1929, he adds, was 
largely responsible for the spectacular increase in stock prices during 
those years. This delay was due partly to “the influence of the Treas- 
ury” (p. 137), and partly to political considerations. 

If the Federal Reserve Board can be criticized, states the author, it 
must be on the basis that the timing and amount of the increases in 
rediscount rates were not properly conceived. But the necessity for rig- 
orous measures was not due, as is generally believed, to the fact that 
the stock market was absorbing bank credit at the expense of “legiti- 
mate” business. Professor Reed holds that the stock market was fi- 
nanced largely by means of an increase in the velocity of bank de- 
posits, and the use of funds which would otherwise have been idle, and 
that business suffered no diminution in the supply of available credit. 
The real reason for anxiety lay in the fact that the system’s control over 
the volume of credit was endangered, and that the expansion of credit 
might become general. “The right culprit was indicated but on pre- 
cisely the wrong counts” (p. 176). He concludes that the policies 
adopted at the time of the market crash were sound, and that the 
Federal Reserve Board increased its prestige by the promptness with 
which it acted to prevent a money panic. 

In discussing the relationship between the stock-market crash and 
the business depression the author states (p. 196): “It is thus very 
difficult to attribute the business depression to the stock market col- 

To the extent that this conclusion is correct there is added 
reason for holding that stock market developments should not assume 
nearly so prominent a place in federal reserve deliberations as is gener- 
ally asserted even in scientific analyses.”’ Previously (p. 178), however, 
he had confessed to “a considerable amount of sympathy” with the 
proposal of Professor Sprague to impose a penalty rediscount rate upon 
member banks whose portfolios contain a large amount of street- 
loans. His reason is that “security operations are peculiarly likely to 
develop inflationary dangers and on this account special curbing meas- 
ures seem necessary” (p. 179). The reviewer approves of Professor 
Sprague’s suggestion, but is loath to accuse Professor Reed of incon- 
sistency because he qualifies both statements—thus leaving the reader 
in a somewhat bewildered state. 

There are other instances of this reluctance to reach a clear-cut de- 
cision—for example, in the discussion of the attempt to restrict the 
flow of credit into the stock market by raising rediscount rates and at 
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the same time to make funds available for agriculture by lowering the 
buying rate on acceptances (p. 153). This apparently contradictory 
policy was followed at times both in 1928 and in 1929. 

With regard to Professor Reed’s conclusion that the high interest 
rates did not affect business adversely the reviewer must dissent. The 
author offers an exhaustive analysis in an attempt to uphold his con- 
tention, and many economists will agree with him; but there seems to 
be an increasing amount of evidence to the contrary. 

The proper policy for the future, asserts Professor Reed, is to pro- 
vide for an enlargement of bank credit corresponding to the physical 
growth of the country’s trade. Finally, bank-credit fluctuations should 
be held within comparatively narrow limits, because actual fluctua- 
tions in trade and industry are comparatively small. On these sug- 
gestions there will probably be general agreement. 


CHARLES S. TIPPETTS 
UNIVERSITY OF BUFFALO 


Joint Stock Banking in Germany. By P. BARRETT WHALE. Lon- 
don. Macmillan & Co., Ltd., 1930. Pp. viii+36o9. 

The wealth of fact, of statistical corroboration, and of historical 
matter which Mr. Whale marshals to substantiate his seasoned judg- 
ment assures this volume an authoritative position. To the specialist 
on foreign systems, the second half of the work on developments since 
1914 will be of most interest. But since the war did not bring about 
revolutionary changes, the general student will value most highly the 
earlier portion, which describes the technical peculiarities of the Ger- 
man credit-bank structure, especially its relation to the money market 
and the business of the banks as a whole. 

From the angle of social economics, one welcomes especially the op- 
portunity of discovering the relation of German banks to industry. 
The intimacy of this bond is real, but it is often exaggerated and mis- 
apprehended. Professor Whale demonstrates how this connection 
really pivots about the Kontokorrent, or current account, which affords 
the banks a continuous “insight into most of the customer’s money 
transactions,” because firms avail themselves of these advances not 
only for working funds but also for plant extension, pending the flota- 
tion of new securities. In the second place, certain legal peculiarities 
concerning the formation of new companies in Germany have brought 
it about “that practically all new securities coming into the German 
market passed first through the hands of the bank.”’ But in the main, 
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banks have performed the underwriting and broker functions without 
any lasting participation in the enterprise, contrary to a common sup- 
position abroad. Finally, the joint-stock banks are linked to particular 
industries by exchange of members on the Awfsichtsrat. Again this is 
not, as has been imagined, a case of bank management of industries 
through interlocking directorates. The Aufsichtsrat is rather a sort of 
advisory or supervisory board to exercise occasional interference with 
the corporation executive on behalf of its own stockholders. The mu- 
tual representation upon these boards does, however, increase the 
intimacy of bank and business. 

These factors allow German joint-stock banks especially great in- 
fluence over the direction to be taken by investment. Could they not 
exploit their position as brokers to push unduly the claims of securities 
which they have underwritten or even manipulate the security and 
money markets for ulterior ends? Professor Whale believes that these 
abuses have been pretty generally absent. On the other hand, the 
continuous relationship arising from the Kontokorrent has given the 
banks first-hand knowledge of their clients’ business, and has enabled 
them to distinguish demands for investment from those for specula- 
tion and to select favorable times for security issues. In the past the 
system has, in Whale’s judgment, been “largely responsible both for 
Germany’s rapid advance in industry and for the amplitude of her 
trade movements In the future... . because it integrates the 
various banking functions in the same institution it may make it 
easier to maintain a proper balance between the various uses for the 
available resources.” 

This question is only one of a dozen important issues covered by 
the present volume: the réle of the joint-stock banks in Germany’s 
phenomenal pre-war overseas investment; the relation of the D-banks 
to smaller institutions; the effects of war, inflation, and stabilization on 
the internal affairs of banks; the efforts of certain big industrialists to 
break away from the bankers; the recent bank consolidation move- 
ment. Upon all of these matters Mr. Whale’s enterprise is remarkable; 
his work is bound to assume first rank amongst treatises on German 
banking. 

Howarp §S, ELLs 

UNIVERSITY OF MICHIGAN 
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Economic Rhythm. By Ernst WAGEMANN. Translation by D. H. 
Biettocw. New York: McGraw-Hill Book Co., Inc., 1930. 
Pp. xvi+287. $3.00. 

This book is a translation of Dr. Wagemann’s Die Konjunkturlehre, 
with many of the charts and tables brought down to date. It is dis- 
tinguished by its individuality, its critical analysis of current business- 
cycle theories and methods of forecasting, its authoritative account of 
the methods and accomplishments of the German Institut fiir Kon- 
junkturforschung, of which the author is director, and by its valuable 
suggestions for further work in this important field. 

Dr. Wagemann pays a generous tribute to the pioneer work which 
Americans have done in the study of business cycles and forecasting, 
and acknowledges the large extent to which he has profited by an ex- 
amination of their methods and results. He regards his own approach 
to the problem as distinctive, however, and holds that its originality is 
attributable to three factors. First, German economic activity is more 
diversified and more complicated than that of the United States and, 
therefore, calls for a more comprehensive system of business indicators. 
Second, he has a different viewpoint from Americans concerning the 
nature of economic fluctuations under capitalism. American analysts 
treat economic life as “essentially a mechanism, a powerful piece of 
machinery,” the fluctuations of which can ultimately be represented 
and foretold in terms of a single formula, while Dr. Wagemann inter- 
prets economic life according to “the system of reasoning proper to 
organic subjects.” The effect of outside influences upon economic fluc- 
tuations is merely that of stimuli, for these fluctuations receive and 
transform the influences which play upon them. He rejects, therefore, 
“any possibility of a calculable equivalence between external influences 
and internal developments.” Finally, he distinguishes his work from 
that of most European economists on the ground that the latter have 
relied mostly upon deduction in developing business-cycle theories, 
while his method has been primarily inductive. 

The book describes in detail the comprehensive system of economic 
indicators maintained by the Institut (as of 1928), and discusses ably 
the problem of interpreting for forecasting purposes the changes in 
these variables. So far the Institut was cautious in its prophecies. 
The only comprehensive index concerning whose cyclical fluctuations 
it had published predictions was that of employment, and these fore- 
casts covered only the ensuing six weeks to three months. The author 
hopes that a “further development of the system may gradually render 
more comprehensive forecasting possible.”’ 
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Excellent as is Dr. Wagemann’s work, the reviewer feels that the 
difference between his approach and that of most American analysts is 
slighter than he supposes. Most American forecasting services may 
have offered inadequate expositions of their assumptions and methods; 
but few, if any, of them have placed as complete faith as he assumes in 
the mechanical indications of a single chart. One notes also that he 
treats the Harvard service as assigning the leading rdle in its “barom- 
eter of the three markets” to the speculative curve, although the Socie- 
ty has explicitly stated that it gives greatest weight to its money 
curve. 

As is almost inevitable in a work of such scope, there are minor 
points here and there which one might wish had either been reconciled 
or received comment. Such evidence as appears in the chart on page 
151 fails to support the statement on page 194 that “the way toward a 
revival is led by an upward movement in the production of producers’ 
goods.”” On page 70 one gathers that a rise or decline in wholesale 
prices precedes a similar movement in the cost of living; but on page 
107 we are told that the two indexes “‘tend to reach their peaks and 
troughs simultaneously.” 

The book abounds in interesting interpretations and limited general- 
izations. The author concludes that industry exercises more influence 
than the banks in determining variations in the total volume of credit, 
that low prices for raw materials are probably more important in 
initiating business recovery than are low interest rates, and that “the 
importance of foreign capital for the development of the trade cycle in 
Germany has lately been much overestimated.” We are told that “the 
house-building trade is very active during a depression,” and that an 
increase in exports is one of the first symptoms of revival. One notes 
also that in listing German business cycles from 1848 to 1914 Wage- 
mann does not recognize depressions in 1870, 1880, and 1904, and finds, 
therefore, only eight cycles as compared with the twelve found by 
Thorp and Mitchell. 

Probably no American business-forecaster has so constantly and 
explicitly attempted to relate business-cycle theory to forecasting as 
has Dr. Wagemann. Economic Rhythm is an important work by an 
eminent scholar, and American students are indebted to Mr. Blelloch 
for making it so easily available to them. 

GARFIELD V. Cox 
University oF CHICAGO 
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Investment Banking. By H. PARKER WILLIS AND J. I. Bocen. 

New York: Harper & Bros., 1929. Pp. xii+529. $3.50. 

This book is, astonishingly enough, the first comprehensive text on 
American investment banking—the nearest previous approach being 
the relevant chapters in Moulton’s Financial Organization of Society. 
It therefore fills a need keenly felt by all teachers in the field. A clear 
and skilful presentation, an adequate use of statistics, well-balanced 
judgments, and ample references at the end of each chapter enhance its 
usefulness. It is, in addition, more than a textbook, in that it contrib- 
utes a good deal to our knowledge of the subject. Much light is shed 
upon what has been obscure concerning the organization of the invest- 
ment-banking business. Since it covers this whole field in some five 
hundred pages, a detailed treatment of all the subjects discussed is 
out of the question, but every problem is at least touched, and many 
weak points in the investment machine—e.g., some features of invest- 
ment trusts, the overemphasis on stock investments, high-powered 
salesmanship applied to investment securities, the investment sub- 
sidiaries of the commercial banks, the lack of real independence of the 
smaller houses—are criticized, even if sometimes only en passant. The 
authors have managed throughout to keep clear from the enchantment 
of the ““New Era”’ philosophy to a remarkable degree. 

The first part of the book presents a succinct survey of the different 
types of investing institutions and institutional investors. It contains, 
moreover, an interesting chapter on the history of American invest- 
ment banking. The outline, carried in detail only to about 1900, 
remains somewhat vague. This is, however, not the fault of the au- 
thors—although biographies or memoirs of some famous bankers of 
the past would have yielded valuable additional material—but is 
rather due to the almost complete neglect of this field by students of 
financial history. The second part embraces chapters on the capital 
and the money market, the rdle of speculation, investment analysis, 
and investment insurance. This section of the book lacks unity; and 
its title, “Theory of Investment Banking,” seems not quite appropri- 
ate. The authors were here between the Scylla of delving deeply and 
over many pages into the intricacies of the theory of money and 
capital, and the Charybdis of giving a short but oversimplified account 
in usum delphini. I think that they have not quite managed to steer 
their craft in these dangerous waters without some grazing of the rocks. 
In the third part, which covers only about a quarter of the book, we 
get a detailed description of the practical work of the investment 
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banks, dealing mainly with syndicate operations, while the problems 
of security-selling and the interior organization of the investment 
house are allotted less space. This part of the book shows the authors 
at their best, and is especially valuable because of careful checking 
with actual practice. A concluding chapter gives a short but efficient 
sketch of investment banking abroad. Here some inaccuracies have 
slipped in. It may be noted, e.g., that the house of Rothschild ceased 
to exist in Germany as far back as 1901; moreover it can hardly be 
said that the big German banks were before the war the “masters of 
industry,” or that they have “thousands” of branches (p. 506), the 
number being actually around one thousand. The Banque de France 
is not the only central bank dealing directly with the public (p. 502), 
the Reichsbank and many European banks of issue do the same. In 
mentioning the chief joint stock banks in England (p. 498) the authors 
omit the Westminster Bank. 

Professor Willis and Dr. Bogen have enriched our financial libraries 
by a very valuable tract. A second edition, which no doubt will become 
necessary before long, will give the authors the opportunity of cor- 
recting a few unimportant errors, and of embodying the results of the 
work of the Banking Committee of the Senate—tresults due in no small 
measure to Professor Willis himself. 


R. W. GoLpscHMIDT 
Wasurincton, D.C. 


Business Adrift. By WALLACE Brett DonnAM. New York: 

McGraw-Hill Book Co., Inc., 1931. Pp. xxix+165. $2.50. 

In this essay the author, dean of the Harvard Graduate School of 
Business Administration, has given significant hostages to the Flexners 
and other critics of the newer ventures of our universities. 

By his own admission, Mr. Donham has “struggled” for years with 
the problems of change and social instability. In this “struggle” he 
does not seem to have encountered any of the more important studies 
devoted to these subjects by leading sociologists and economists. He 
furthermore quite explicitly rejects the ‘‘orthodox”’ theories of the 
economists, without—if one may judge from an occasional remark here 
and there—ever having taken the trouble to familiarize himself with 
their views. 

After a superficial discussion of some of the weaknesses of current 
economic theory—the “‘failure”’ of the social scientists is proved by the 
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fact that for a hundred and fifty years economists have been in sub- 
stantial agreement on a modified theory of free trade while at the same 
time the doctrine of protection has made almost continuous progress 
all over the world—the author presents a pompous “Theory of Fore- 
sight” which “might well in the hands of able men have a marked effect 
on both business and politics.” This “theory’”—an unbelievable 
muddle of confused thought, superficial observation, and undefined 
terminology—brings the author to a “major synthesis of business and 
politics,” which leads him “‘to modify or ignore accepted classical eco- 
nomics,” while admitting that he was himself ‘‘as much surprised” by 
his changed point of view “‘as anyone”’ could be. 

Dean Donham points out that the “foresight” he seeks “‘is frequent- 
ly based on foresight in the sense of looking forward” (sic.). We shall— 
he significantly points out—‘‘surely be wiser if we develop rationality 
so far as possible.” Clearly, however, we must part company with the 
older economists to achieve these novel aims, for it is even ‘““mathemati- 
cally’’ demonstrated that reasoning based on such assumptions as 
“other things being equal’’ is “necessarily inconclusive and illogical.” 

After this promising introduction the author presents us with the 
major problems of capitalism in the United States. A curious inability 
to distinguish premises and conclusions, and an apparent reliance on 
little but secondary sources, make the effort practically worthless, al- 
though of some interest as a social phenomenon because of the extent 
to which the Russian experiment seems to have cast doubt into a pre- 
viously undisturbed sense of security. 

Dean Donham is particularly concerned with our tariff policy, lest 
we “risk the future of this country on the hazards of international 
trade.’”’ Every page of the essay contains contradictory statements that 
reflect the type of economic intelligence characteristic of much of our 
congressional discussion of such problems. We are informed that we 
can, “if we are wise, take care of our surplus farmers in existing in- 
dustries, without disturbing foreign trade by developing new industries 
almost surely at the expense of established groups abroad.”’ The dis- 
cussion of the British “dole,” the functions of government, and the 
international gold situation, is of similar caliber. We are told that our 
aim “should be to help, not to compete”’; therefore, in order not to in- 
crease international friction, we should develop an isolated economy 
so that England and Germany might be strengthened in their coming 
struggle with the Soviets, etc. 

All of this is served up with a pompous air as if it were newly dis- 
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covered truth. The author would profit by reading, in the February, 
1930, issue of the Quarterly Journal of Economics, the critical discussion 
by Bielschowsky of his novel proposal of a “plan for American busi- 
ness” that would provide for large and well-timed expenditures. A 
glance at Professor Taussig’s discussion of the 1930 tariff in the same 
issue might also be recommended. 

The publication is partly redeemed by a beautiful short Preface by 
Professor Whitehead on foresight, particularly with reference to social 
change. It is noteworthy that the philosopher states that his experi- 
ence does not qualify him “to express an intelligent appreciation of 
Dean Donham’s specific proposals.” 

Harry D. GIDEONSE 
UNIVERSITY OF CHICAGO 


The United States of Europe. By Epovarp Herriot. Translated 
by R. J. Dincte. New York: Viking Press, 1930. Pp. 330. 
$3.50. 

This book is a startling index of the progress that has been made 
since Coudenhove-Kalergi launched his pan-European manifest in the 
midst of the Ruhr struggle. Herriot has evidently worked through 
the enormous literature that the movement has already produced, his 
political associations have made it possible to call in the aid of several 
of the official technical services in Paris, and the result is an impressive 
picture of the framework of European “reality” that is providing the 
“body” to which political action will have to give a “soul.” For Her- 
riot—while on the whole in sympathy with Briand’s initiative—con- 
fesses to the opinion that the economic and social processes should 
precede the political action. 

The successive chapters of the volume follow the various sections of 
Briand’s original memorandum, and study under each heading the 
material already available in the structure of Europe for co-ordination 
under a federal “bond.” As the material is often presented in direct 
quotation, and is interspersed with interpretative comment, the book 
is also a valuable source book on the post-war decade. The work of 
official organizations such as the League and I. L. O. is presented as 
well as that of private groups of a commercial, industrial, and propa- 
gandist type. It is as if the author had set himself the task of “‘finding”’ 
the line of European achievement in the existing maze of conflicting 
and confusing surface tendencies in order to oppose this sphere of 
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reality to the dream of creating a unitary state, a United States of 
Europe. It is noteworthy that the French title is “Europe” and not 
“Les Etats Unis d’Europe.” 

The carefully documented analysis leads the author to a summary 
in twelve points of a program for action, which substantially follows 
the Briand proposal. The difficulties presented by the sovereignty 
myth of the international lawyers are circumvented by paying lip- 
service to the myth in a condemnation of any device which would in- 
fringe upon sovereignty and following this by the citation and study 
of a whole string of precedents (France’s customs unification, the 
Zollverein, and early American experience) in which sovereignty cer- 
tainly did not emerge unscathed. In view of the thesis of the book, 
however, the contradiction is not of crucial significance. 

The chapter on “The Rdle of the Mind” is the outstanding contribu- 
tion in the volume. While the discussion of economic, social, and hy- 
gienic factors is thorough and interesting, the author comes to the 
intellectual and aesthetic phases of his problem with a relish and a 
vigor that will recall to the reader the fact that this political leader 
also plays a considerable part in the intellectual life of his country. 
His Auseinandersetzung with the cultural nationalists of the romantic 
school, who have been sniping at the new conceptions ever since they 


have become prominent in public discussion, has a final and authorita- 
tive ring about it. 

The translation is well done and the American publishers have added 
an index which will make the abundance of material in the volume more 
readily available. 


Harry D. GIDEONSE 
UNIVERSITY or CHICAGO 


Women Workers and the Industrial Revolution, 1750-1850. By 
Ivy Pincuseck. London School of Economics: “Studies in 
Economic and Social History.” London: George Routledge & 
Sons, 1930. Pp. x +342. $5.00. 

Scholarly monographs upon the Industrial Revolution in England 
are to be welcomed. No period of modern history stands more in need 
of an adequate factual basis and the application of sound methods of 
investigation. Many current generalizations upon its various aspects 
are little better than assumptions, though several recent works have 
corrected certain misconceptions, as have, for instance, those of G. T. 
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Griffith? and A. Redford? upon population and those embodying the 
wide researches of Professor Clapham. 

Miss Pinchbeck’s book is a valuable addition to the list of such 
analytical and well-documented studies in the field. It both corrects 
certain mistaken views and enlarges our understanding of the social 
meaning of the Industrial Revolution. The author’s primary aim to 
discuss women’s labor leads her into a wider field; the whole problem 
of labor during the period is illuminated. 

The three largest and most valuable sections of the work deal with 
conditions in agriculture, in the textiles, and in the smaller domestic 
industries. The labor of women had always contributed much to the 
family income, but it had not been extensively upon a wage basis be- 
fore the agrarian and industrial changes of the late eighteenth century. 
These changes closed many gainful occupations to women in connec- 
tion with domestic industries, dairying, and gardening. Simultaneously 
the field of employment for men in agriculture was narrowing and food 
prices were rising. The standard of living was lowered to the subsist- 
ence level throughout most rural districts. Women, thus forced to find 
new ways to supplement the inadequate earnings of men, came to 
supply increasingly the cheap hired labor demanded by the new 
capitalistic farmers. Their wages were incredibly low and the evils of 
the gang system soon appeared. Conditions were complicated by the 
poor-law both before and after the reform of 1834. It was long after 
1850 before women wage-workers in agriculture ceased to be a numer- 
ous, exploited group. 

In the textile industries women were first deprived of their tradi- 
tional craft of spinning, then driven into the soon overcrowded hand- 
loom industry, and eventually into factories, where, after the earliest 
stages, they were better off than under the conditions of domestic in- 
dustry. Miss Pinchbeck rightly insists that any appraisal of factory 
conditions must take into account the evils of the earlier system. Her 
chapter on those domestic industries that continued into the machine 
age as sweated handicrafts affords a basis for such comparison. 

In her treatment of the effect of woman labor upon men’s wages the 
author is open to criticism. She repeatedly uses the term “family wage” 
to refer to the combined earnings of a family rather than in its now 
generally accepted sense. Whether men’s wages were kept down to the 
level of their own subsistence because women and children earned their 


* Population Problems in the Age of Malthus. Cambridge University Press, 1926. 
* Labour Migration in England, 1800-50. Manchester University Press, 1926. 
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own keep, is arguable. The accepted opinion of the time was that wom- 
en and children should be earners, but the principal effect their em- 
ployment had upon the wages of men lay in their competing in the 
overcrowded labor market. With the wider employment available to 
men through the expansion of industry, it became less possible to ex- 
ploit the labor of women and children. Protective legislation for the 
latter groups also contributed, as the author explains, to placing 
women’s labor upon a socially satisfactory basis. 
FRANCES E. GILLESPIE 


UNIVERSITY OF CHICAGO 


Economic Principles of Consumption. By Paut H. Nystrom. 
New York: Ronald Press Co. 1929. Pp. xi+586. $5.00. 


Most people have a dual interest in the “economic principles of con- 
sumption.” With an undertanding of the factors influencing demand 
and a knowledge of how consumers act in a given set of circumstances, 
producers could more readily direct resources into those channels 
bringing the greatest profit; and consumers, and those interested in 
improving consumption, would have a better understanding of how 
choices could be directed to maximize welfare. The main theme run- 
ning through Mr. Nystrom’s book is, “Consumer demand is the guide 
to intelligent production and merchandising.” The consumer’s point 
of view is not omitted but certainly subordinated. It is believed, how- 
ever, that the book will be found “both stimulating and of practical 
benefit to the business executive, to the economist, and to the general 
reader.” 

By way of introduction, the author briefly pays his respects to the 
attention already accorded economics of consumption and to the custo- 
mary analysis of demand, e.g., the law of diminishing utility, elasticity 
of demand, marginal utility. Without elaborating these he turns to a 
consideration of choices and factors which modify them (chaps. iv- 
xix). The effects of social attitudes toward consumption, of popula- 
tion, wealth, income, size, and composition of family are examined. 
Then several chapters are devoted to an analysis of data from budget 
studies and other sources throwing light on American standards of liv- 
ing. A chapter is devoted to each of the major budget items with the 
exception of education. In the concluding chapter available indexes 
and measures which might be used by producers in anticipating con- 
sumer demand are described and evaluated. 
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Mr. Nystrom for many years has been outstanding in the field of 
retailing, as a student, teacher, and writer, and his wealth of experience 
is apparent in this treatment of consumption. His analysis and inter- 
pretation of the data are for the most part stimulating and clear cut. 
The book is a mine of information on American expenditure, scales of 
living, and recent changes. Not only have data from important studies 
been assembled, but the author has added many interesting estimates. 

Although the book has many admirable features, it is also open to 
certain criticisms. It is felt, for example, that had the writer consist- 
ently centered his attention on the “economic principles of consump- 
tion” some of the facts would have been discarded as irrelevant or 
superfluous—for example, much of the data in the chapter on wealth. 
Moreover, description in some places overshadows explanation and 
analysis. Furthermore, it is not always clear how certain data would 
be of value to the business enterpriser. Mr. Nystrom considers that 
family-budget studies would “aid producers in setting up sales quotas 

. and thereby balance production against consumption.” The 
producer’s greatest problem is with those goods for which demand 
changes rapidly. For these budget studies would be of little value, 
since information would be out of date before available. Moreover, an 
analysis of consumer demand for the purpose of increasing the effi- 
ciency of merchandising would surely involve consideration of the 
effect of price and price changes on choice, and the importance of such 
market devices as brands and standards, to which the author gives 
scant attention. 

Mr. Nystrom’s study of Economic Principles of Consumption is one 
of three books which have recently appeared on this subject. The vari- 
ation in content, emphasis, and treatment of subject matter is sugges- 
tive of the possibilities of the future development of this subject. 


MarGaret G. REID 
Iowa STATE COLLEGE 


The International Aspect of the Missionary Movement in China. 
By CHAO-KWANG Wv. Baltimore: Johns Hopkins Press, 1930. 
Pp. viii+285. $2.50. 

For a century and a quarter, Western missionaries have been going 
to China with the intention, at least, of doing something to help the 
Chinese—and Western traders have been going to get something for 
themselves. Both have shared in creating and developing those in- 
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creasingly intimate contacts between China and the West which have 
led to the upheaval of an ancient civilization which now is in process 
in that country. From the difference in the purposes for which they 
went to China, one would expect that the traders rather than the mis- 
sionaries would have been the chief cause of such friction as arose in 
the relations between China and the other nations. It is impossible to 
strike an exact balance of responsibility for this friction, which, from the 
Chinese point of view, has been chiefly a result of aggression on China. 
Not a little of the trouble, however, has grown out of the activities of 
the missionaries in obtaining the opportunity to preach Christianity in 
China, and from their efforts, in various directions, to stretch such 
legal opportunities as they did get to the uttermost limit—and beyond. 

The missionaries’ motives were good. But because they sought—or 
in some cases were not able to refuse—the diplomatic or forceful back- 
ing of their governments, Christian missionary work in China has been 
linked up in the minds of the mass of the people with foreign aggression. 
In these last few years, the more far-sighted missionaries have been 
trying to shake this Old Man of the Sea off the back of their move- 
ment, by stressing Chinese leadership in the movement and by spe- 
cifically dissociating themselves from the “toleration clauses,” the ex- 
traterritorial privileges, and the other incidents of association between 
the missionary workers and their governments. On the assumption 
that China needs Christianity, this recent effort unquestionably is in 
the right direction. The whole situation is so complicated, however, 
that a solution of the problem will not be easy. The American govern- 
ment, for example, has refused to permit American missionaries to give 
up their extraterritorial rights, taking the position that since they are 
Americans the government is under obligation to insure to them the 
rights to which they as citizens are entitled. 

In this situation, with its complexities, a book like this by Dr. Wu 
is particularly valuable. He gives a careful analysis of precisely what 
the rights of the missionaries are, under the treaties and the more 
general principles of international law—and makes an excellent case for 
the argument that these rights are very much less than most of the 
missionaries assume. In the chapters on “Control and Protection of 
Missionaries,’ “International Complications,” and “Status of Mis- 
sionaries and Their Political Influence” he reviews, with careful docu- 
mentation, the record of the development of the special privileges 
which the missionaries have secured, by treaty or practice, for them- 
selves and their Chinese converts, and of the way in which missionary 
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activities have led to international difficulties. The chapters are con- 
cise and yet sufficiently comprehensive. The reasons for the anti- 
Christian aspects of the developing nationalism in China are made 
clear, and the way out of the present impasse is pointed in the Con- 
clusion: 

Until Christianity is stripped of its Western elements and has become 
naturalized, so to speak, it cannot obtain a grip on China [p. 242]. 

The right to propagate the Christian religion will be dependent upon the 
good will of the Chinese people and the laws of China [p. 245]. 


The appendixes bring together the various “toleration clauses” from 
the treaties, and the recent statements by missionary boards on their 
attitude toward these clauses and extraterritoriality. The bibliography 
is reasonably complete, in its field. 


GROVER CLARK 
New YorRK 
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